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HAT has happened to bank management, asks 

C. M. Dopter, of Edward R. Burt & Co., Chicago, 

in an article which begins on page 429 of the present 

issue. “Has it changed radically?’ he asks and 
answers his own question by saying: “No. ‘That is just the 
trouble.” In other words he contends that banking has changed 
radically since the War while bank management has remained the 
same. Management methods and policies which were successful 
before the War are no longer effective. “Some analytical minded 
person,” says Mr. Dopler, “has said that there are three kinds of 
banks—first, the banks that are managed by their customers; 
second, those that are managed by their competitors; third, and by 
far the least numerous, banks that are managed by their officers 
and directors.” Mr. Dopler’s article contains many helpful hints 
for improving the character of bank management and for finding 
out its weaknesses in any individual bank. 


“THERE ARE wide differences of opinion as to what constitutes the 
best new business policy for a trust department, particularly with 
respect to the promotion of voluntary or living trusts” writes 
Ernest L.. CoLEGROVE, second vice-president of the Guaranty Trust 
Company of New York, in an article which begins on page 439 of 
the current issue. ““We are in a business,” he writes, “that is essen- 
tially conservative. It involves responsibility to an unusual degree. 
This responsibility attaches not only to our administration of trust 
funds, but as well to any representation which we make to the public, 
looking toward the further use of our service. This is especially 
true in selling living trusts, and particularly if a trust company 
seeks to encourage a man to part with his property under con- 
ditions that would preclude the possibility of his taking it back. 
Here we have quite a different theory and responsibility than that 
involved in the consideration of an executorship or a testamentary 
trusteeship.” 


“THERE are men in business who can handle transactions with 
perfect accuracy, even rendering all the desirable extra services not 
technically essential, giving perfect value received, but still failing 


[Continued on page xIv]} 
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to make a good impression or to inspire a friendly attitude toward 
themselves. They give no grounds for complaint, but they arouse 
no favorable enthusiasm. ‘This is because there is something about 
their personality that registers adversely. They are not exactly 
antagonistic in attitude, but they fail to create a positive impression 
in their favor.’—So writes FRANK FarRINGTON in an article 
headed “Personality Has Money Value” which begins on page 445. 


WHEN THE cotton farmer, cotton merchant or spinner wishes 
protection against price fluctuation he takes out insurance in the 
form of a “hedge” to provide against loss. The importance of this 
process of “hedging” to the banker is discussed in an article headed 
“Tmportance of Hedging in Cotton Transactions” by R. E. 
Dorron, assistant vice-president, International Banking Depart- 
ment, Bank of America, N. T. & S. A. This article begins on 
page 449. 


“THE ability of the credit man to paint a picture, in the light of 
available facts of the borrower's financial status at the maturity 
date of the credit involved, is of vastly greater importance than 
the determination of ability to pay at the date of application.” 
So writes Froyp H. Mituer, Credit Department, Guardian Trust 
Company, Cleveland, in an article entitled “Valuation of the Credit 
Risk” which begins on page 455. Mr. Miller, in his article, points 
out how ability to pay at maturity can be ascertained from a study 
of the balance sheet and profit and loss statements. 


ON PAGE 459 we publish the second of a series of seven articles 
dealing with the risks involved in the operation of the tellers’ 
department of the commercial bank and showing how these risks 
may be minimized by proper methods and safeguards. These 
articles are written by BENJAMIN L. FIsHBACH. 


THE NEXT issue, November, will contain our usual annual report 
of the convention of the American Bankers Association. <A careful 
digest will be made of the proceedings for the benefit of our readers 
who have not the time to read a verbatim report. 
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Editorial Comment 
GREAT BRITAIN TEMPORARILY OFF GOLD STANDARD 


We set an example both as regards meet- 
ing obligations and helping in the reconstruc- 
tion of the world, and if we have failed it is 
because the undertaking was too heavy a 
burden for us to bear.—Philip Snowden, 
Chancellor of the Exchequer. 


Y an act of Parliament, approved 
B September 21, the Bank of Eng- 
land was relieved of the duty im- 
posed by the Gold Standard Act of 1925 
to redeem its notes in gold bullion. This 
means, in effect, that for the time being 
London is off the gold standard, and the 
pound sterling, instead of having a fixed 
value of $4.86 2/3, will fluctuate from 
day to day. 

The immediate causes of this impor- 
tant departure in British finance—the 
general depression, the German situation 
and the widespread lack of confidence— 
are so much to the front that they tend 
to obscure the major influences operat- 
ing to make adherence to the gold stand- 
ard no longer possible. 

Even before the Great War Great 
Britain was beginning to envisage the 
trade difficulties that have recently had 
such a dramatic culmination. Shipping 
competition was growing, and other 
countries were increasingly manufactur- 
ing those wares upon whose export 
Great Britain had relied to pay for 
necessary imports of food and raw ma- 
terials. The Great War put upon the 
country a severe strain in the loss of 
man power, the increase of debt and 
the depletion of resources. In addition 
it compelled the adoption of an expen- 
sive policy in maintaining those whom 
the war had maimed, the dependents of 
those killed, and the large number for 
whom employment could not be found. 

Great Britain, in common with many 
other countries, made the mistake of act- 


ing as though the war had been a source 
of increased wealth rather than of great 
impoverishment. The rigid economy 
that should have followed the war gave 
way to an expanded scale of expendi- 
tures. Living standards rose, outlays for 
social services increased, and public ex- 
penditures mounted until a budget deficit 
of £74,000,000 in the current fiscal year 
and of £170,000,000 in the next year 
suddenly confronted the Treasury. These 
deficits have been met by a sharp reduc- 
tion of expenditures and a heavy increase 
in taxation. So that, apparently, the 
budget deficit no longer threatens the 
country’s financial stability. 

It is claimed that by abandoning the 
gold standard Great Britain will reduce 
costs of production, cut the domestic 
debt, increase exports and curtail im- 
ports. Just before this action was taken 
dire predictions were made as to the 
disasters sure to follow. Out of these 
conflicting opinions one may reach the 
conclusion that the result will be neither 
so good nor so bad as these varying 
claims would have us believe. 

Return to the gold standard in 1925 
was made largely because of the position 
occupied by London in regard to world 
trade and shipping, and the strong de- 
sire to maintain confidence in the value 
of the monetary standard. It reflected 
British pride and honor. Under the 
force of circumstances that pride has 
given way. But British honor remains 
unsullied, for the obligations carrying a 
promise to pay gold will be so paid. 
Time will determine how soon a return 
to the gold standard will be made, and 
whether a lower gold value must be 
fixed for the pound sterling. 

In staying power the people of Great 
Britain are unequalled. Standing to 
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gether, as they seem to be doing now, 
they will not only overcome present dif- 
ficulties, but march on to new and 
greater achievements. 


THE COMING CONGRESS 


HEN the seventy-second Con- 

\X/ gress convenes at Washington 

in December it will be impor- 
tuned to pass a number of measures de- 
signed to relieve unemployment and to 
alleviate the long-continued and serious 
business depression. Every thoughtful 
citizen sympathetic with the situation of 
the unemployed and desiring the speedi- 
est possible return of better times will 
heartily welcome anything that Congress 
may be able to do to reduce unemploy- 
ment and to promote the return of pros- 
perity. 

Most of the measures to be presented 
to Congress contemplate huge outlays of 
public funds on enterprises of various 
kinds. Little attention has thus far been 
given to proposals for cutting down use- 


less and unnecessary expenditures, or 
for giving to the railways and other 
forms of industry relief from conditions 
that now hamper their free and profit 


able operation. Probably in this direc- 
tion can we look for greater relief from 
the depression than is to be found in the 
multifarious schemes for adding huge 
sums to the outlays of an already em- 
barrassed Treasury, which has no means 
at its command except those obtained 
through taxes imposed upon industry 
and trade. 

The late Theodore Roosevelt once d 
clared, in effect, that there was 
much use in grumbling about the 
tribution of profits unless there 
profits to divide. 

There is no surer means of reducing 
unemployment and of initiating a busi- 
ness revival than by making it possible 
for industry and trade to operate at a 
profit, for, despite all protestations about 
service as the motive for enterprise, its 
mainspring is. profit. 

One way to insure profit is to see that 
great enterprises are relieved, so far as 
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may be practicable, from heavy taxation 
and from laws unduly restricting the 
freedom of business. 

It is to measures having these ends in 
view that the seventy-second Congress 
should address itself with the least pos- 
sible delay. 

We are told, over and over again, 
that what is needed above all things is 
the restoration of confidence. Measures 
of the character indicated will, it is be- 
lieved, do more in that direction than 
any of the more or less dubious schemes 
for public relief by enormous issues of 
Government bonds. 

Our real problem is to restore active 


. and profitable trade and industry. And 


this is not to be done by huge public out- 
lays calling for an increase of debt and 
taxes. 


DUBIOUS DEPRESSION REMEDIES 


NDER the impulse of the highly 
| | laudable desire to do something 

to relieve the depression many 
schemes are being put forth whose bene- 
ficial effects may well be scrutinized. 

The wish to save humanity from its 
follies is one that animates many noble 
minds. This wish is not, unfortunately, 
always accompanied by that degree of 
wisdom that would inspire confidence in 
the practicability and efficiency of the 
many schemes put forth for human bet- 
terment. No recent period in the 
world’s history has been more prolific in 
plans for curing our social and economic 
ills. Let us take a look at some of them. 

An eminent European economist says 

what we need is to have the central 
inks create credits and thus increase 
prices. A London banker rejected this 
proposal by saying that people could not, 
or would not, buy at the present low 
price level, and added that he did not 
think buying would be stimulated by 
raising prices. 

Creation of credit for the purpose of 
raising prices must be classed among the 
dubious depression remedies. It is an 
inflationary scheme pure and simple. 

Fixing prices is another futile device, 
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as we are illustrating to the world by our 
own sorry experience in the attempt to 
maintain the price of wheat and cotton 
at an artificial level. Cotton production 
is to be curtailed by plowing under every 
third row of this year’s crop. One 
branch of the Louisiana Legislature has 
passed a bill prohibiting cotton planting 
in that state next year. A law of this 
character constitutes a serious invasion of 
individual rights. Carry the idea a step 
further, and we shall all be compelled to 
produce only those things stipulated by 
the statutes, and to work at such tasks 
and for such hours and wages as the law 
prescribes. 

Apprehension exists regarding the ac- 
tion of Congress when it convenes in De- 
cember. Already the Treasury is run- 
ning behind at the rate of nearly $1,000,- 
000,000 a year, but with a heavy de- 
cline in revenues, fresh expenditures on 
a truly colossal scale are likely to be au- 
thorized by the votes of members of the 
House and Senate who wish to do some- 
thing to relieve the distress. 

Congress will be importuned to enact 
unemployment insurance legislation, and 
will find it extremely difficult to resist 
this appeal. England's recent experience 
with that scheme should cause this coun- 
try to be wary of it. 

The reliance on Washington for help 
finds illustration in the demand of Gov- 
ernor Pinchot of Pennsylvania that 
President Hoover should call a special 
session of Congress to provide relief for 
900,000 persons said to be unemployed 
in that state. Pennsylvania is a state 
possessed of enormous wealth, and should 
be able to handle its unemployment 
problem without aid from the Federal 
Government. But, at any rate, what 
would be the result of passing this prob- 
lem from Pennsylvania to Washington? 
Where would Washington get its funds 
for public relief? Through taxation or 
loans. And Pennsylvania, being a very 
wealthy state, would have to provide a 
much larger share of the tax than most 
other states.. Can the dollars raised from 
taxation in Pennsylvania be more eco- 
nomically and efficiently employed in re- 


lieving unemployment distress in that 
state by sending them to Washington? 

Legalization of the liquor traffic is an- 
other remedy for unemployment. It is 
said that the repeal of the Volstead Act 
would not only give employment to 
manufacturers and their workers, but to 
a large number of bar-tenders and others 
engaged in purveying beer from the vats 
to the stomachs of thirsty consumers, but 
that it would help the growers of hops 
and grains used in the making of that 
form of drink. Nothing is said about 
the loss of employment which the in- 
creased consumption of beer would neces- 
sarily entail. The merits of prohibition 
need not be discussed. But if we want 
legalized beer, let us put the matter on a 
truthful basis: because we want a 


cheaper and more abundant supply of 
the foaming beverage. Has anyone no- 
ticed that beer has materially alleviated 
unemployment in Germany and Eng- 
land? 

If these and other futile plans for re- 
storing prosperity are to be rejected, what 


can be done? Actual distress brought 
about by unemployment must be relieved. 
In most cases this relief can best be af- 
forded by local endeavor. Where this 
cannot be relied on the aid of the Red 
Cross or other charitable agencies operat- 
ing on a wide scope will have to be in- 


voked. 


HEAVY TREASURY BORROWING 


Rises borrowing by the United 


States Treasury to the amount of 

$1,100,000,000 serves to direct 
attention to the finances of the Govern- 
ment. That twenty-four-year bonds to 
the amount of $800,000,000 bearing only 
3 per cent. interest and one-year cer- 
tificates bearing the low rate of 14% per 
cent. could be readily sold shows that 
the credit of the Government is still high, 
notwithstanding a deficit of $903,000,- 
000 in the operations of the last fiscal 
year and the prospect of a much larger 
shortage for the present year. One rea- 
son why the Treasury vis able to issue 
such large loans on these favorable terms 
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is to be found in the abundant supply of 
funds and the low rate long prevailing 
in the money market. As the bonds were 
oversubscribed only to the extent of 
$140,000,000, and as they have since 
sold below par, it may be inferred that 
future financing will have to be at a 
higher rate. This will certainly be the 
case should there be an increase in the 
ordinary demands for money. 

Some $634,387,000 of the new loans 
went to retire outstanding indebtedness 
due in September, leaving $465,000,000 
for future needs, including the deficit of 
receipts as compared with current and 
prospective expenditures. 

The wisdom of taking advantage of a 
favorable situation in the money market 
to take up a large floating debt, which 
cannot be paid out of current receipts, 
and of pushing ahead to a distant date 
the maturity of bonds nearly or quite 
due, is apparent. It is also clear that a 
deficit in revenue which cannot be im- 
mediately met ‘by the imposition of new 
or heavier taxation must be made good 
by borrowing: But to meet a continued 
deficiency in revenue by borrowing is as 
clearly an unsound policy, and one that, 
in the course of time, will bring us 
perilously near the situation in which 
other countries now find themselves. 

Doubtless Congress will hesitate to in- 
crease taxation at this time, because of 
the fear that to do so would impede busi- 
ness recovery. But, by meeting deficits 
out of borrowed funds, we are only 
postponing the day of reckoning and 
making the ultimate burden all the 
heavier. This may be an inopportune 
time to increase taxes, but it is a pro- 
pitious time to lop off useless expendi- 
tures and to keep down to a minimum 
those which are essential. 


AN OLD FRIEND COMES BACK 


FTER having been absent from the 
Az for some forty years, an old- 
time friend once more revisits the 
glimpses of the moon. His name is 
“bimetallism.” Notwithstanding the flight 
of years, he appears as young and chip- 
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per as ever. But he must sadly miss two. 
of his friends of other days—Frewen of 
England and Bryan of Nebraska. A\l- 
ready this loss is being supplied so far as 
England is concerned. The pages of 
London newspapers are filled with ap- 
peals in his behalf made by men eminent 
in public life. No champion possessing 
the impassioned eloquence of Bryan has 
yet appeared on this side of the water. 
“Coin” Harvey, if newspaper reports are 
to be -credited, will run for the Presi- 
dency on a paper-money platform, with 
silver as auxiliary currency. This is flat 
heresy. Why should silver be relegated 
to a secondary place? Restore the free 
coinage of silver at the sacred ratio of 
16 to 1, and what need is there of paper? 

But let no one treat lightly this re- 
crudescence of bimetallism. The time is 
coming when it will have to be taken 
seriously. Many people whose opinions 
are entitled to respect have reached the 
conclusion that the present gold supply 
is insufficient to perform the world’s 
monetary work. They see a future de- 
cline in the production of gold that will 
make this deficiency more pronounced. 
This real or imagined lack of gold many 
would cure by various devices. Central 
bank co-operation, lowered reserves, the 
use of gold in international transactions 
only, are among the suggested expedients 
proposed or actually in operation. 

Since the beginning of the Great War 
paper currency and bank credit have 
been expanding at an unprecedented 
rate. Manifestly, unless gold produc- 
tion increased in something like the same 
ratio—as it has not—the old percentages 
of gold reserves against currency and 
credit, and the use of gold in circulation, 
could not be maintained. Gold has 
practically disappeared from circulation, 
except in the United States, where it still 
circulates largely in the form of cer- 
tificates. In this country, with the ex- 
ception of the Federal Reserve banks, no 
banks are required by law to hold gold 
either against their notes or deposits. 
The reserve requirements of the national 
banks have been largely reduced. 

This country at present has such a 





ee 


THE BANKERS MAGAZINE 


large stock of gold that the proposal for 
bimetallism will hardly make a strong 
popular appeal. Should other countries 
resort to that remedy in the hope of thus 
curing their monetary ills, the effect 
upon this country would be interesting, 
to say the least. 


THE BRITISH CRISIS 


by the Bank of England late in 

August seriously threatened the 
stability of British credit and the value 
of the pound sterling. Attempts by 
Prime Minister MacDonald to secure 
agreement by his colleagues in the cab- 
inet on a policy that would insure a 
balancing of the budget were unsuccess- 
ful, and he was finally compelled to cut 
loose from the Labor party and to form 
a new cabinet which includes representa- 
tives of the Conservative and Liberal 
parties. Mr. MacDonald remains in the 
new cabinet as Prime Minister and Mr. 
Snowden as Chancellor of the Ex- 


(Coy she Bak heavy losses of gold 


chequer. 

The immediate cause of this crisis in 
British finance was the rapid depletion 
of the gold reserve of the Bank of Eng- 


land. It has been ‘said that London has 
been receiving large sums of money on 
short term and making loans on long 
term. Under existing conditions these 
loans could not be readily recalled. There 
has been of late some loss of confidence 
in British credit, due to the long-con- 
tinued depression in trade and industry 
and the mounting deficit in the budget. 
Additional to the acute difficulties due 
to the world depression and the German 
crisis, England has been suffering from 
other unfavorable influences. Undoubt- 
edly, the greatest of these is the loss of 
substance and of man power caused by 
the Great War. There have been other 
contributory causes. It is openly recog- 
nized in England that the country finds 
it more difficult than ever to compete in 
the world markets. This difficulty is 
ascribed, in part at least, to the slowness 
of British industrialists to bring their 
plant equipment up to date, and to the 
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inelasticity of the wage system. No 
doubt, the decline in the importance of 
the use of coal in industry has played its 
part in adding to England's troubles. 

Assertions have been made that the 
crisis was precipitated by a demand on 
the part of the London bankers that the 
“dole” be greatly reduced. Mr. Mac- 
Donald has definitely denied that any 
ultimatum to him of this character was 
presented by bankers in the City of 
London. A similar charge, obviously 
without foundation, has been made 
against American bankers. 

The new British cabinet is confronted 
by a serious task. Its problem is to re- 
store confidence by balancing the budget. 
This will involve a drastic reduction in 
expenditures and a fresh imposition of 
taxes. Part of the reduction in outlay 
is to come from a reduction in the 
amount now being paid to the unem- 
ployed. Those in receipt of this benefit 
will not accept this reduction without 
strong protest, likely to be heard at the 
polls when the next general election 
occurs. Nor will taxpayers, already 
heavily burdened, be pleased by an ad- 
dition to their load. To meet the situa- 
tion will call for sacrifices all around, 
and will bring to a severe test the ster- 
ling qualities of the British character. 

Prime Minister MacDonald, besides 
absolving the London bankers of respon- 
sibility for bringing about the crisis, de- 
nied that foreign pressure was the cause 
of the difficulty. He said what is un- 
doubtedly true, that foreign countries 
were desirous of helping once the basis 
for confidence was restored. Declaring 
that loans were necessary, he went on to 
say that loans could be had as soon as 
the lenders received assurance that what 
they lent would be repaid. This view 
has been confirmed, for as soon as the 
new cabinet was launched negotiations 
were begun for a loan of $400,000,000, 
half to be taken by France and half by 
this country. The loan was rapidly 
placed. 

The maintenance of British credit is 
essential to the stability of world credit. 
It may be reasonably expected that the 
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measures devised by the new cabinet for 
bringing about an equilibrium of the 
budget will meet the present crisis. That 
serious problems lie ahead is plain 
enough. 


LIABILITIES OF DIRECTORS AND 
STOCKHOLDERS 


tors and stockholders of a failed 

New York bank serve to call at- 
tention to the liability incurred by those 
who own bank shares and those who 
direct the affairs of these institutions. 

The extent to which directors may be 
held financially accountable for losses of 
insolvent banks is largely a matter of 
judicial construction of the statutes. But 
in the case of shareholders the amount is 
definitely fixed by law. It is a sum equal 
to the par value of their shares. 

In a period marked by numerous bank 
failures the shareholders in these insol- 
vent institutions are likely to be un 
pleasantly reminded of the responsibility 
they incur in becoming holders of bank 
shares. Their interest in the election of 
directors may have been quite perfunc- 
tory, but now they wish they had paid 
more attention to this matter. So far as 
minority stockholders are concerned, no 
degree of vigilance on their part would 
have been of much avail. Directors and 
their friends are usually so strongly en- 
trenched by owning or controlling a 
majority of the shares, that it is difficult 
at any given time to oust a particular 
set of directors. 

Meetings of bank shareholders in this 
country are largely routine affairs in 
which only the principal stockholders 
show much interest. In England it is 
different. There such meetings are liable 
to develop considerable interest and even 
friction. A minority shareholder who 
does not like the way things are going 
is pretty certain to make himself heard. 
Probably this is one of the influences 
tending to assure that circumspection 
long a characteristic of British banking. 

A great deal is being said in these 
times about having better bankers and 
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more efficient directors. Nothing has 
been said about improving the quality 
of bank shareholders. But as both off- 
cers and directors owe their places—in 
the one case indirectly and in the other 
directly—to the shareholders, it is diffi- 
cult to see how the officials and directors 
can be competent except that those who 
choose them are likewise competent in 
the exercise of this important duty. Men 
do not gather grapes of thorns or figs of 
thistles. 

Better bank shareholders might be a 
slogan worth considering. 


AN ATTACK ON CHEAPNESS 


DDRESSING a meeting of his 
Ars associates some time since, 
Stanley Baldwin, former British 
Prime Minister and now a member of 
the new national cabinet, said: 

“What a fetish that word cheap is! 
Cheap goods mean cheap men.” 

Mr. Baldwin was arguing in favor of 
protection, and the point that he in- 
tended to make was that the cheap steel 
obtained from abroad was at the expense 
of the British workman. With that con- 
tention this publication is not concerned. 
It is a matter for the British electorate. 
But the assertion that “cheap goods mean 
cheap men” may well be examined, for 
it embodies much of the economic phi- 
losophy of the times as represented by 
various efforts to boost prices. 

Scientific research, invention, the use 
of machinery, improved transportation 
and better methods of marketing com- 
bine to give to the consumer the benefit 
of cheaper and cheaper goods. Economists 
of the price-stabilizing type and govern- 
mental agencies, like the Federal Farm 
Board, are doing all they can to resist 
this tendency toward the cheapening of 
goods, and are using their utmost efforts 
to keep prices up or to increase them. 

The philosophy of these attempts 
seems false. Is it not rather desirable 
that goods of all kinds be continually 
made more abundant and cheaper? Cer- 
tainly this should be the aim of produc- 
tion and exchange until ultimate human 
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needs are satisfied. That time seems far 
away. 

Instead of decrying cheap goods, it 
would be better to find fault with costly 
methods of production and means of dis- 
tribution, which enhance selling prices, 
limit consumption, and render profits 
small or non-existent. 

Probably the real difficulty lies in the 
fact that society has not yet found the 
means of adapting its productive and 
distributive mechanism to the era of 
abundance which science and invention 
have ushered in, and that in resisting 
price decline we are looking at the wrong 
side of the problem. 

Even today, when people are urged to 
buy liberally, they look in vain for prices 
sufficiently attractive to cause them to 
put this counsel into practice. 

The cheapening of goods by improved 
methods of production and distribution 
ought to be hailed as a boon to mankind. 
Those who are seeking to have us be- 
lieve it a curse are mistaken. 


STATE REGULATION OF THE 
SALE OF SECURITIES 


HE action taken by the Bank Com- 
"T mission of the State of Kansas to 

bar the sale of certain securities of 
the Cities Service Company in that state 
calls attention to a matter of consider- 
able public importance. The action re- 
ferred to is now in course of litigation, 
and comment upon it must be postponed 
to await the issue. 

But there is a large question involved 
in this matter. It relates to the right of 
the states to hinder the free sale of se- 
curities within their borders, in the ab- 
sence of fraud. And, it is understood, 
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in the above case there was no allegation 
of fraud. 

Regulation of commerce between the 
states is a function confided to Congress 
alone. Thus shipments of coal between 
Pennsylvania and Kansas would be inter- 
state commerce. If securities were issued 
to provide for the mining of the coal, 
would they not be essentially instru- 
ments of inter-state commerce, and en- 
titled to the same freedom of marketing 
as the commodity which they represent? 

No one can reasonably question the 
right of a state to protect its citizens 
against the sale’of securities tainted with 
fraud. But many of the state regula- 
tions regarding the sale of securities— 
the so-called “blue sky” laws—go far be- 
yond this laudable aim. They set up 
complex and varied regulations which 
must be complied with, and not infre- 
quently entrust the administration of 
these regulations to men poorly qualified 
to administer them justly and _intelli- 
gently. 

The freedom to sell legitimate securi- 
ties anywhere in the United States 1s 
desirable in the interests of the efficient 
functioning of our financial and indus- 
trial systems. That this freedom is being 
interfered with to a degree far greater 
than is necessary to afford the investor 
reasonable protection, is the belief of 
many who have given the matter careful 
study. 

If there were a Federal law dealing 
with this problem, providing for all es- 
sential safeguards, the business of sell- 
ing securities would be greatly simplified. 
There would then be one law and one 
source of administration instead of forty- 
eight. By consulting the various states 
and the Investment Bankers Association 
a law could be framed that ought to be 
satisfactory to all concerned. 





Thirteen Sins of Banking 


banker is inclined at times to be 

guilty of one or more of thirteen 
“banking sins” according to J. S. Love, 
superintendent of Mississippi banks, 
who outlined them as follows in a recent 
speech: 

1. Borrowing money to lend. Such 
a policy is unprofitable and unsound. 

2. Soliciting public deposits merely 
to increase bank’s volume. No bank 
ever made money out of handling public 
funds. Many banks have come to griet 
in trying to handle such funds. 

3. Protecting frozen and undesirable 
loans. It is never good banking to send 
good money after bad; to postpone the 
evil day in absorbing losses. It is best 
to rid your portfolio of such loans and 
know your true condition. 

4. Carrying accounts that do not 
pay or unprofitable accounts. The pub- 
lic now recognizes the unsoundness of 
this practice, and fully endorses the ser- 
vice charge, which is so necessary. 

5. Exchanging paper between affili- 
ated banks, results in unwarranted lines 
of credit. Wery bad banking practice; 
unprofitable. 

6. Capital loans, involving a great 
risk, collection depending upon success 
of the company. Loan usually frozen 
and always undesirable. 

7. Policy loans. Generally to officers 
of a company, which company keeps a 
nice balance; very undesirable and often 
results in losses. 

8. Neglecting chattel mortgages; fail- 
ing to check up the chattels each year 
when necessary to renew, taking the 
borrower's statement, rather than getting 
first-hand information. 

9. Granting credit too freely without 
competent credit information. Late 
financial statements and dependable 
credit file, based on diligent information, 
is the only answer to this bad usage. 
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10. Unwarranted dividends. Not 
only a bad practice, but illegal and 
trouble always follows. 

11. Second mortgages. Such items 
often prove to be a liability rather than 
an asset, and have no place in a bank’s 
portfolio. 

12. Adding interest to face of notes. 
Bad practice, creating an unearned profit 
account, which is deception. 

13. Too many second-rate bonds. 
Unfortunately, bankers in the past have 
regarded bonds of most any kind as a 
safe investment. Recent experience has 
shown us the fallacy of this thought and 
necessity of being very careful in select- 
ing bonds. 


AN ANSWER FOR BORROWERS 


Evening Post entitled “A business 
Man’s Philosophy,” William Feather 
makes a suggestion to bankers who have 
borrowers who object to giving addi- 
tional security for their loans. He says: 
Those who borrow from banks have 
probably observed that the bankers are 
extremely careful to protect their loans. 
Sometimes borrowers protest that the 
banks demand too much protection. 

An old banker meets such squirming 
with a single question. 

“You don’t anticipate that you won't 
be able to pay this note, do you?” he 
asks. 

“Why, certainly not,” exclaims the 
borrower. 

“Well, then, what difference does it 
make what you sign? If you pay the 
note we can’t touch you. If you don’t 
think that you can pay the note we'd 
prefer not to do business with you at 
all.” 

That’s pretty hard on the borrower, 
because the argument is almost unan- 
swerable. 


[' his daily column in the New York 





What’s Wrong with Bank Man- 


agement? 


Lack of Adequate Records Hampers Management and Fosters the 
Adoption of Unwise and Unprofitable Methods 


By C. M. DopLer 
Edward R. Burt & Co., Chicago 


said that there are three kinds of 

banks—first, the banks that are 
managed by their customers; second, 
those that are managed by their com- 
petitors; third, and by far the least nu- 
merous, banks that are managed by their 
own officers and directors. 

Whether or not this classification is 
justified may be a matter of opinion but 
there can be little question that some- 
thing serious has happened to bank man- 
agement. 

I refer particularly to the vicissitudes 
of bank management for the reason that 
the causes for the notorious lack of earn- 
ing power in banking the past ten years, 
with few exceptions, have been proved 
to be matters of management. 

Prior to the war there was little com- 
plaint about bank earnings. Banking 
was one of the most profitable businesses 
in the country and bank stock seldom 
changed hands although there were 
plenty of myers. 

This should be and still is the condi- 
tion with banks that are properly man- 
aged but few are the banks that are so 
managed today. 

What has happened to bank manage- 
ment? Has it changed so radically? The 
answer is “No!” That is just the trouble. 

Like many other things, banking was 
completely transformed by the World 
War and its abnormal conditions. 

Myriads of people started their first 
bank accounts. Savings clubs of all kinds 
sprang into existence to catch the 
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From a recent address before the Wyoming 
Bankers Association. 


pennies. Everyone was urged to pay by 
check. New and various services of 
many sorts were offered as inducements 
to attract business and banks became 
everything from parking stations to hotel 
agents. 

The number of banking transactions 
multiplied by leaps and bounds, expenses 
soared and much of the old business as 
well as the new became highly unprofit- 
able. 

Nevertheless, deposits had increased 
to startling totals. Gross income, per 
dollar of deposits, jumped from 5 per 
cent. to 8 per cent. and, in spite of the 
unprofitable business, most any bank 
could earn handsome dividends without 
half trying. 

There appeared to be little need for 
change in methods, other than improved 
equipment for handling larger volume. 
Size alone was considered the major fac- 
tor and bank management continued to 
look at only the net results. 

But the whole aspect of banking op- 
erations had changed and instead of 
banks, as we formerly understood the 
term, we now have “financial depart- 
ment stores.” 

Unfortunately, the transformation was 
too radical—the change too rapid. Bank 
records were not developed to show the 
changed conditions. Bank executives 
lost touch with the new developments 
and management was badly handicapped. 

So long as gross earnings remained ab- 
normally high no serious consequences 
developed but after 1920, when gross 
earnings dropped to normal, expenses 
and unprofitable business nearly ex- 
hausted them, leaving little for dividends 
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and the much needed additions to sur- 
plus and undivided profits. 

Lacking adequate records and essential 
information, bank executives failed to 
recognize the true conditions, and in a 
misguided effort to restore net earnings, 
too often turned to high yield invest- 
ments, sacrificing liquidity and safety and 
ending with the inevitable and serious 
losses. 

Note how closely the percentages of 
bank insolvencies parallel those of Stock 
Exchange houses and commercial con- 
cerns during the normal years from 
1900 to 1913, and even through the war 
years from 1914 to 1919. 

And then note how the bank failures 
have jumped since 1920, climbing far 
above the failures of commercial con- 
cerns and Stock Exchange houses and 
culminating in the fiscal year ended 
June 30 when more than 1500 banks 
ceased to exist. 


WHY HAS MANAGEMENT FAILED? 


It is evident that bank management 
has failed. Why? 

The answer is contained in your 
records, or your lack of records. You 
do not know enough about the details of 
your business. You do not maintain 
efficient control. The business gets 
away from you. The bank runs you 
instead of you running the bank, simply 
because your records and statements do 
not tell you what is going on 

You need a proper internal control. 
And by internal control I do not mean 
merely measures for the prevention and 
detection of fraud That is one of the 
functions of control but only one and a 
minor one at that. 

Real control contemplates records that 
enable the executive to put his finger on 
the sore spots as soon as they appear— 
records that disclose the loss-causing poli- 
cies before they seriously affect the 
bank’s earning power and sap _ its 
strength—records that point the way to 
increasing the bank’s income as well as 
reducing the expenses and losses. 


One of the main fundamental causes 
for bank failures is the absence of con- 
trol records—the lack of informing 
statements. Without them operating 
costs mount continuously higher and 
higher, undetermined losses creep in, net 
earnings decrease. Often the bank has 
enjoyed the biggest and busiest year of 
its existence but its records show only 
that the profits are unsatisfactory or non- 
existent. 

They do not disclose why. The bank 
executive has no means of knowing the 
true condition. He cannot adopt true 
correctives that effectively increase earn- 
ings without sacrificing safety and liquid- 
ity. He knows only that earnings must 
be increased, so he strives for greater 
totals, wastes time and money in the 
effort and weakens his margin of safety. 

Instead of a thoroughly sound and 
safe investment program he buys semi- 
speculative bonds for higher yield and 
makes unsound loans. 


Naturally, frozen investments and 


losses are inevitable and when the day 


of reckoning comes, in times of stress or 
when confidence is low, his path is far 
from rosy and failures multiply. 

Any bank executive who limits him- 
self to the records and statements now 
found in the vast majority of banks, but 
courts eventual disaster and is unfair to 
himself, to his stockholders and to his 
depositors. 

Here is an actual occurrence that aptly 
illustrates this fact: 

a 

Not long ago, at the beginning of a 
bank analysis, the managing executive, 
a successful banker, was asked his lowest 
rate on safety deposit boxes. He re: 
plied that not a single box was rented 
for less than $4. 

Answering another question, this bank 
executive asserted that there were no 
free boxes and that even the president 
had to pay for his safety deposit box. 

Some time previously a $4 minimum 
rate and no free boxes had been estab- 
lished as the policy of the bank. 

The analysis disclosed that 74 per 
cent. of the boxes were rented for $3 
instead of $4 and that every employe of 
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the bank, twenty-two people, each had 
a free box. 

The same lack of definite information 
was noted in every department yet the 
bank was successful above the average. 

Banking thirty years ago was different 
from the financial department store of 
today. The old-time banker knew his 
institution from the ground up. Op- 
erations were less varied, methods simple 
and transactions relatively few. He 
could almost keep his records in his head 
and little transpired that he did not 
know in minute detail. 

The banker of today is lost without 
departmental statements and a detailed 
knowledge of his operating costs. He 
can no longer follow the traditions of 
the past but must blaze new trails and 
evolve new methods. 

In other words, if independent bank- 
ing is to be successful in the future, bank 
executives must be far better informed 
than in the past ten years and the man- 
agement must exercise adequate control 
over all operations. It can do so only if 


it maintains adequate records and is sup- 
plied with informing statements regu- 
larly. 

At the present time the situation is 
acute and the necessary records do not 


exist. Bank management is faced with 
the necessity for greater net income at 
once. How is the income to be pro 
vided? There is no universal panacea 
for inadequate profits. 

Each bank must work out its own 
remedies and make them effective. In 
order to do so successfully the conditions 
in the individual institutions must be 
analyzed. 

In other words, you must determine 
exactly why your bank is not earning 
what it should and when you have done 
that you know how to proceed to correct 
it. This is done through bank analysis 
or the analysis of operations, operating 
costs and earnings. 

Analysis will disclose that 75 per cent. 
to 90 per cent. of all checking accounts 
result in losses and that, even in a small 
bank, these losses aggregate thousands of 
dollars each year. It will show that 
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more than half of the loans fail to pay 
their way and that the bank loses on 50 
per cent. to 60 per cent. of the savings 
accounts. 

It will indicate that most of the new 
business promotion methods serve only 
to reduce the bank’s net revenue. 

This year it will disclose the savings 
and commercial departments in many 
banks operating at a loss unnecessarily. 

Analysis and research developed the 
formula that made long distance te- 
lephony possible. It saved the telephone 
companies about $300,000,000 in copper 
wire. That’s why the Bell Telephone 
companies alone spend nearly $19,000,- 
000 a year in research. 

The expenditure of but a few hun- 
dred dollars on research work—bank 
analysis—will do as much, in proportion, 
for your bank. 


WHAT IS ANALYSIS? 


Bank analysis is a research and survey 
of the various functions of the bank as 
disclosed, not alone by an examination 
of the compiled records, but also by an 
investigation of the personnel, the oper- 
ating methods and the management 
policy. 

Its purpose is to disclose exactly why 
your bank is not earning what it should 
and to point out how the earnings may 
be increased, to determine the weak- 
nesses and indicate how they may be 
strengthened. 

The results in two typical, well man- 
aged banks as indicated in Table No. 1 
are good illustrations of what can be 
done. Bank “A” is a $1,500,00 bank with 
$200,000 invested capital (including sur- 
plus and undivided profits) and Bank 
“B” is a $10,000,000 bank with $1,- 
200,000 invested capital. The net earn- 
ing of these banks by departments before 
the analysis and the results after the 
analysis and the application of the in- 
dicated remedies are shown in the table. 

While analysis will show how nearly 
every operation in the bank can be im- 
proved, major results are frequently at- 
tained in four distinct ways: 





TABLE NO. 1 


THE BANKERS MAGAZINE 


COMPARISON OF DEPARTMENTAL PROFITS BEFORE AND AFTER ANALYSIS 
Illustrating the effects of bank analysis and application of the corrective remedies indicated 


by the analysis 
Bank “A” 
$1,500,000 
200,000 


Resources 
Invested capital 


Profit 


Bank “B” 


Resources $10,000,000 
Invested capital 1,200,000 


Profit 


Before 
Analysis 
Commercial 900* 
Country Bank 
Savings 
Collections and Checks .... 
Invested Capital 


5,900 
260* 
6,700 


$11,440 
*Loss. 


Increase of net earnings on the earn- 
ing assets. 

Reduction of interest paid. 

Reduction of expenses. 

Increase of gross revenues. 

The methods by which these improve- 
ments are effected are listed in greater 
detail in Table No. 3. 

Some of the measures for improving 
the bank’s earning power involve the 
sale of services that have ostensibly been 
given away under the mistaken impres- 
sion that free service creates good will. 


SELLING BANKING SERVICE 


However, there is nothing really new 
about the idea of selling banking ser- 
vices. In fact, that is exactly what you 
have been doing all along, and your 
customers have been paying for banking 


After 
Analysis 
$ 6,500 


Before 
Analysis 
$23,200 


After 
Analysis 
$ 52,100 


2,300 

7,100 42,000 
750 1,100 
7,500 27,500 


3,500 
51,900 
6,900 
35,300 


$96,100 $149,700 


$21,850 


services but, on account of the important 
changes that have taken place in bank 
operations during the past twenty years, 
the customer has not been paying 
enough. 

The impression of free service is a 
mere fiction but, because the transaction 
was not clear-cut, like the purchase and 
sale of a watch or a pound of butter, 
neither the banker nor his customer has 
clearly understood it as a sale. 

It has remained for analysis to clarify 
our ideas and the analysis discloses that 
you must sell banking service at a higher 
price—a price that not only covers the 
cost, in banks that are operated efh- 
ciently, but a price that includes an 
adequate profit. The selling plan must 
do more than this. It must eliminate 
the unfairness that is now a characteris 
tic of American banking and distribute 


TABLE NO. 2 
Table No. 2 illustrates the wide variation found in the analysis of smaller banks and indicates 
the effects of differing management policies on earnings 


Bank “A” Bank “B” 


Resources Resources 
$1,000,000 $2,500,000 
Loss $6,670 Loss $14,050 
Loss 900 Loss 9,500 
Profit 6,020 Profit 38,550 
Loss 1,100 
Profit 1,300 
Profit 350 
Profit 18,200 


Bank “C” 

Resources 

$5,000,000 
Profit $ 1,900 
Profit 24,700 


Commercial 

Savings 

Real Estate and Insurance 

Trust 

Collections 

Safety Deposit 

Invested Capital and Building .... 


Profit 330 
Loss 

Profit 

Profit 


Loss 360 
Loss 120 
Profit 5,300 
Net Profit 


$3,270 $33,750 





a a ee ee eR A A 


THE BANKERS MAGAZINE 


TABLE NO. 3 
MAJOR REMEDIES FOR INADEQUATE BANK EARNINGS 
Increase of net earnings on the earning assets 
Improved control of cash reserves, 
A definite investment policy, 
Etfective loan and investment control, 
Reduction of loans to non-customers through insistence upon compensating balances on 
deposit, 
Reduction of credit losses by proper classification of all loans. 
Reduction of Interest paid 
Elimination of needless borrowing, 
Analysis of checking accounts, 
Minimum savings interest rules, 
Less liberal methods of computing interest on active savings accounts. 
Reduction of expenses 
Greater efficiency, 
Improved equipment, 
Elimination of waste time and duplication of effort, 
Personnel and work analysis. 
Increase of gross revenue 
Service charges on small loans, 
Discounting notes instead of collecting the interest at maturity, 
Fair charges for such services as collections, safekeeping, cashing checks for non-deposi- 
tors, stop payment orders, credit ratings, etc., 
Charges for past due notes, overdrafts, endorsement stamps, special checks, etc., 
Activity charges on unprofitable checking accounts. 


the burden equitably so that one cus- 


suffered through unprofitable checking 


tomer does not pay more than another 


for the same service. 

Few measures so effectively improve 
bank earnings as the analysis of check- 
ing accounts with the consequent charges 
for activity and services that are not 
paid for by the earnings on the balances 
carried in the accounts. The elimina- 
tion of unjustified interest and reduction 
of interest paid naturally follow. 

Few of us realize the tremendous 
losses that the American banks have 


accounts. Statistics show that at least 
75 per cent. of all checking accounts fail 
to earn a profit for the bank. 

When interest rates were high a sur- 
vey of the checking accounts in 342 
banks in a middle western state disclosed 
that 256 or 75 per cent. of the banks 
actually lost money on their total check- 
ing deposits and that these losses 
amounted to $700,000 each year. Three 
hundred and thirty-nine banks, or all 
but three, failed to earn the profit that 


TABLE NO. 4 
PROFIT OR LOSS ON CHECKING ACCOUNTS BY GROUPS 


B 
Resou 


Checking deposits 
$350,000.00 


Class of accounts 
No. of 


Balance accounts 

Under $ 50 

$ 50 to 
100 to 
200 to 
300 to 
500 to 
1,000 to 

Over 


59 
77 
36 
42 
35 
35 
17 


300 


ank “A” 
rces $1,000,000 


Bank “B” 
Resources $14,000,000 


Checking deposits 
$5,250,000.00 


No. of Profit 
accounts or loss 
2,776 $ 6,514 
894 5,100 
Ti 3p 7,759 
620 3,289 
552 3,084 
436 2,162 
342 2,645 
206 40,708 


7,098 


Profit 


or loss 


$ 684 
434 
495 
336 
456 
144 
653 

2,367 


$ 471 


Loss 
Loss 
Loss 
Loss 
Loss 
Loss 
Profit 
Profit 


Loss 
Loss 
Loss 
Loss 
Loss 
Loss 
Profit 
Profit 


Profit $15,445 
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TABLE NO. 5 
UNPROFITABLE CHECKING ACCOUNTS 


Average daily ledger balance 
Less average daily float 


Average daily collected balance 
Available reserve 19.91% 


Net loanable funds 


Income: 
Earnings—1 month at 3.90% 
Expenses: 
Deposit tickets at .03394¢ 18 
Paid checks at .02829¢ 241 
Transit items at .01923¢ 914 
Clearings at .00905¢ 
Maintenance 


Total expenses 


Net loss for month 


they should. The deficiency of profit in 
these 339 banks exceeded $2,000,000 a 
year. 

If these losses were not more than 
offset by other revenues most banks 
would have failed years ago but banking 
as a whole, when properly managed, is 
one of the most profitable businesses in 
the country and other customers make 
up the losses. 

That the conditions are much the same 
in both small banks and large banks is 
illustrated by a comparison of the check- 
ing account results in two typical banks 
as shown in Table No. 4. 

Bank “A” is a million-dollar bank 
with $350,000 in 422 checking accounts, 
while Bank “B” is a fourteen-million- 
dollar bank with $5,250,000 in 7,100 
checking accounts 

Note that both checking departments 
earn small profits due to the earnings of 
a few large and profitable accounts. 

Table No. 5 contains the analysis of 
two typical checking accounts and illus- 
trates just how such accounts, both large 
and small, cause losses. 


CHECKING SERVICE UNDERVALUED 
It is evident that the bank’s most 


valuable “stock in trade,” the one thing, 
above all, upon which the bank should 


Account 
No. 1 
$10,385.09 

3,845.94 


Account 
No. 2 
$650.00 
150.00 
$500.00 
99.55 


$ 6,539.15 
1,301.94 


$400.45 


1.56 


$ 5,237.21 


17.02 


26.38 


$9.36 


3.32 


$1.76 


earn a profit—checking service—is being 
sold at prices much below cost. To what 
end? 

Analysis of the checking accounts and 
activity charges on the unprofitable ones 
correct this practice. While this may 
appear as a radical departure it is merely 
the application of sound, common-sense 
business principles to commercial bank- 
ing. 

It is simply a matter of selling service 
to the depositors and if the “salesman 
knows his wares” as he can know them, 
through bank analysis, the sale presents 
few difficulties. 

Activity charges on _ unprofitable 
checking accounts should not be con- 
fused with small balance service charges. 

The service charge—a charge of 50 
cents or $1.00 when the balance in an 
account drops below $50 or $100—is 2 
penalty assessed because the customer 
does not keep a specified amount of 
money in the bank. 

It is patently a measure adopted to in- 
crease the bank’s revenue and, while it 
was temporarily a step in the right direc 
tion, its favorable results were more a 
matter of psychology than anything else. 
However, it has effectively prepared both 
the banks and the public for the true 
corrective for the unprofitable checking 
account. 
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THE ACTIVITY CHARGE 


That true corrective is the activity 
charge—a sound and scientific method 
for equalizing the burden of maintaining 
the bank’s checking service and provid- 
ing a means for each customer to pay 
the bank for the service rendered exactly 
in proportion to the amount of the ser- 
vice. 

The plan provides for the regular 
monthly analysis of each checking ac- 
count that does not contain an average 
balance sufficient to adequately com- 
pensate the bank for what it does for 
the customer. 

As a part of the analysis of the bank, 
the operating costs are determined—the 
unit cost of handling checks drawn 
against the account, the cost of handling 
deposit tickets, transit and clearing items, 
cashiers’ checks, notes, etc., and a proper 
selling price is fixed for each item. 

The average net earning rate on the 
earning assets, after allowing for loan 
and investment costs, is ascertained as is 


also the percentage of available cash re- 
serves. 

With this data at hand, a bill is pre- 
pared each month covering services per- 
formed for the depositor, during the 


preceding month. This bill indicates 
just what the depositor should pay the 
bank for services on his account either 
by keeping an adequate balance in his 
account, so that the net earnings are 
enough to pay for the services, or by a 
special charge to the account. 

The special charge is the activity 
charge and it represents the value of the 
service performed in excess of the earn- 
ings on the balance carried. It is charged 
to the customer's account each month. 
Depositors whose accounts supply an 
adequate profit in the earnings are not 
charged. Under this plan there is no 
“float” or “exchange” problem. 

The activity charge on the unprofit- 
able checking account is exactly the 
same as a charge for electricity, gas or 
water. The customer receives the same 
kind of a bill—a bill that he under- 
stands because he has been receiving 
similar bills all his life. 


EDUCATING CUSTOMERS 


An explanation is necessary only be- 
cause he has not been receiving such 
bills from his bank. While a definite 
and accurate knowledge of the exact 
conditions in your own institution is 
necessary so that the customer's confi- 
dence may be retained, if the charges 
are applied sensibly by “selling” the 
plan to the depositor, the effort will be 
well worth while and you gain his 
cheerful co-operation. 

The small balance service charges 
were largely a matter of advertising but 
with the activity charge an elaborate 
educational campaign of printed matter 
is both unnecessary and undesirable. 
The successful methods for inaugurating 
activity charges, methods that have been 
evolved and perfected in hundreds of 
banks during the past ten years, involve 
a more complete, a more comprehensive 
and more carefully prepared program 
than can be supplied in mere printed 
matter. 

It is not a matter of starting the 
charges at any specific date but rather 
a gradual development of the plan, at 
first, through personal contact and verbal 
explanations, to be followed later by a 
limited number of short but well pre- 
pared printed notices. 

Before any printed matter is sent out 
and before any customers are charged, 
the ground must be adequately pre- 
pared. Every officer and employe 
should be thoroughly familiar with all 
details, and every precaution should be 
taken to avoid any possibility of offend- 
ing any of the bank’s customers. 

Properly carried out the program for 
turning the unprofitable checking ac- 
counts into profitable business requires 
at least four to six months and it should 
not be rushed. 

This is particularly true if all of the 
banks in the community inaugurate the 
activity charges at the same time. 

Properly operated activity charges on 
unprofitable checking accounts should 
produce additional net revenues of about 
$250,000,000 each year for the banks of 
the United States. 
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TABLE NO. 6 


ADDITIONAL ANNUAL NET REVENUES FROM ACCOUNT ANALYSIS AND ACTIVITY CHARGES ON 
UNPROFITABLE CHECKING ACCOUNTS 


Total checking 
deposits 
85,000 
375,000 
400,006 
500,000 
675,000 
910,000 
1,050,000 
1,100,000 
3,400,000 
4,500,000 
8,500,000 
19,000,000 


The approximate new profits to be 
anticipated by individual banks of the 
various sizes are indicated in Table No. 
6. 

Note that the additional revenues do 
not result from activity charges alone 
but that the analysis of the checking ac- 
counts has other results even more fa’ 
vorable. Frequently the reduction in 
interest paid alone produces handsome 
revenues. 


One of the more favorable results is 
the increased deposits due to the adop- 


tion of the plan. In some banks as 
many as 60 per cent. of the checking 
accounts have been increased from an 
unprofitable to a profitable status through 
increased balances, and this balance 
building effect is one of the most im- 


Number of 
accounts 


Additional 
revenues 
422 $ 2.500 
859 6,600 
1,506 8,200 
1,242 10,200 
L207 11,900 
883 5,900 
2,369 16.800 
1,498 12,200 
2,524 24,200 
3,467 43,000 
6,379 74,000 
9,416 108,000 


portant features of a well prepared ac- 
tivity charge plan 

The importance of bank analysis in 
preparing for the inauguration of activ- 
ity charges is further emphasized by the 
great variation in the unit costs in dif- 
ferent banks. 

The cost of handling and paying a 
check drawn against the customer’s ac- 
count varies from 2 cents to 10 cents 
each, handling deposit tickets—2V cents 
to 12 cents each, transit items—2 cents 
to 9 cents each, clearings—%% cents to 3 
cents each. 

Annual loan and investment costs 
vary from three-tenths of 1 per cent. to 
2 per cent. of the earning assets and ret 
earning rates from 32 per cent. to 
nearly 7 per cent. 


TABLE NO. 7 


LOANS AND DISCOUNTS IN A $5,000,000 BANK WITH 


Under 
Carrying accounts: 
Secured: 
Number 
Amount 
Unsecured: 
Number 
Amount 
Not carrying accounts: 
Secured: 
Number 
Amount 
Unsecured: 
Number 
Amount 
Totals: Number 


Amount 


749 LOAN LINES 


$500 to 
$2,500 


$100 to 
$500 


Over 
$2,500 


37 50 60 
$10,730 $63,950 $880,770 


62 37 48 
$18,020 $52,565 $720,540 


31 28 52 
$9,680 $34,575 $1,254,740 


27 33 23 
$35,360 $40,530 $216,300 
257 


148 183 
$73,790 $191,620 $3,072,350 
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The balance necessary in a checking 
account just to cover maintenance costs, 
without any allowances for deposits or 
checks, is from $68.00 to $125.00. In 
savings accounts this balance varies from 
$15.00 to $75.00 in different banks. 
Today $300.00 savings accounts with 
average activity result in a loss to most 
banks. 

These variations in operating costs 
are alone sufficient to cause concern. 

While activity charges and the numer- 
ous charges for services, properly inaugu- 
rated, tremendously increase bank earn- 
ings it must not be assumed that the new 
profits resulting from analysis all come 
from new charges to customers. 

The average well managed bank 
should be able to increase its net earn- 
ings 50 per cent. to 100 per cent. 
through analysis and probably less than 
one-half of the increase would come 
from such charges. 

Table No. 7 is prepared from an 
actual analysis of a typical bank. It will 
be noted that, in this bank, of a total of 
749 loan lines, 418 were for less than 
$500.00 each. 


MAKING NOTES PROFITABLE 


Consider that the actual handling of 
the notes, just the note cage cost, book- 
‘keeping cost, etc., is rarely less than 60 
cents per note and often exceeds $1.00. 
The loan officer’s time, credit expenses, 
etc., vary from $1.50 to $10.00 per 
loan. It is easily seen that few, if any, 
loans for less than $500.00 pay their 
way. 

Fortunately, this is a condition that 
can be corrected without affecting the 
true customers of the bank—the deposi- 
tors. Some banks are handling the small 
loans in a special department while 
others merely make a service charge on 
each loan of less than $500.00. 

The American public wants a satis- 
factory financial structure and intends 
to have it. 

It is tolerant but expects the banks to 
“clean house.” The public recognizes 
the need for greater earnings in banking 
and expects to pay the bill. It is waiting 


for its bankers to evolve a satisfactory 
method but it is not going to be satisfied 
with methods based upon anything but 
definite facts. 

The public expects you to find out 
what is wrong with banking and ex- 
pects you to correct the unsatisfactory 
conditions. It is perfectly willing to 
pay for adequate charges, and is stand- 
ing by right now in anticipation of new 
charges, but it insists that you work out 
these charges on a fair and equitable 
basis. 

But don’t do as the banks in two or 
three other cities have done and get the 
whole countryside stirred up against 
you. Investigate, get at the facts in 
your own institution, find out how the 
job has been done successfully and do 
it right. You'll make far more out of 
it, create practically no unfavorable re- 
actions, and increase your deposits if 
you handle it properly. 


SOLVING THE PROBLEM 


It is 


The problem can be solved. 
being solved in many banks in the only 
way it can be solved—through definite 
and thorough investigation of the condi- 


tions in the individual institution— 
through bank analysis. 

Whether you like it or not, you must 
come to it if your bank is to survive. 
With interest rates as they are today, 
and as they promise to continue for the 
next few years, you can not maintain 
adequate liquidity and earn enough to 
exist as an independent institution unless 
you change your operating methods, cor- 
rect the unprofitable and _loss-causing 
practices and maintain more modern 
records. There is no other way. 

It has been demonstrated, times with- 
out number, that these sound common- 
sense methods, practices such as I have 
described and others, can be success- 
fully inaugurated by any bank quite 
regardless of competition 

The first thing that must be eliminated 
is the banker’s fear of consequences and 
this fear is largely overcome by extend- 
ing the glaring light of bank analysis 
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into the obscure paths that bank man- 
agement is being forced to travel. 

However, much can be accomplished 
through concerted action, through the 
co-operation of competing banks, and I 
know of no better vehicle than the re- 
gional clearing house. 

Though of relatively recent origin re- 
gional clearing houses have made much 
headway in a number of states. 

Through such co-operative effort 
many highly unprofitable practices have 
been discontinued, expensive duplicate 
borrowing has been minimized, ruinous 
public fund and savings interest rates 
have been reduced, extension of costly 
free services has been arrested and in- 
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In closing I want to emphasize these 
salient facts: 

The modern bank is a financial de- 
partment store that can not be success. 
fully managed with old fashioned 
records. Modern bookkeeping and ef- 
fective internal control are as essential 
to its continued existence as depositors, 

If the independent unit bank is to 
survive, bank executives must be far 
better informed regarding the details of 
their own institutions and must keep in 
closer touch with the changing condi- 
tions. 

Activity charges on _ unprofitable 
checking accounts require much careful 
planning but little advertising. They 


“You can add thousands of dollars to your net earnings by 
selling checking services at a profit and you can turn thousands of 
other unprofitable transactions into profitable business if you know 
your bank. 


numerable loss-causing transactions have 
been turned into highly profitable bank- 
ing business. 

The regional clearing house is a potent 
factor in creating public confidence and 
enables the banks to institute corrective 
profit building practices that affect the 
public, years before such practices would 
be inaugurated by the same banks acting 
independently. The result is thousands 
of dollars in new earnings that are now 
so badly needed. 

And no bank has any reason to object 
to the regional clearing house. Its effect 
can not be anything but beneficial. It 
stimulates better bank management and 
often arrests developments in individual 
banks that would eventually prove fatal 
if allowed to continue unchecked. 


must be equitable to the bank as well 
as to its depositors and can be made to 
build balances as well as revenues. 

Your bank has no good will that will 
be lost because you make equitable 
charges for services rendered, provided 
the charges are based upon proper costs. 

You can add thousands of dollars to 
your net earnings by selling checking 
services at a profit, and you can turn 
thousands of other unprofitable transac 
tions into profitable business if you know 
your bank. 

I submit that a thorough and com- 
plete analysis of your own institution is 
a vital necessity now so that loss-causing 
practices and dangerously unsound poli- 
cies of management may be corrected 
before it is too late. 





Selling Living Trusts 


Important Considerations to Be Kept in Mind When Selling 
Voluntary Trusts 


By Ernest L. CoLeGROvE 
Second Vice-President, Guaranty Trust Company of New York 


HERE are wide differences of 
T erinin as to what constitutes the 

best new business policy for a trust 
department, particularly with respect to 
the promotion: of voluntary or living 
trusts. 

Any conception of selling trusts that 
suggests forcing them indiscriminately 
on the public by an over-zealous or ill- 
conceived appeal is, of course, thoroughly 
unsound. But when properly handled, 
we believe that the presentation of such 
information as will lead to more wide- 


the country, we are convinced that the 
great majority of them are definitely op- 
posed to any tendency toward overex: 
pansion of new business activity, or too 
liberal an interpretation of what con- 
stitutes proper selling method or appeal. 

We are in a business that is essen- 
tially conservative. It involves respon- 
sibility to an unusual degree. This re- 
sponsibility attaches not only to our ad- 
ministration of trust funds, but as well 
to any representations which we make to 
the public, looking toward the further 


“Any conception of selling trusts that suggests forcing them 


indiscriminately on the public by an over-zealous or ill-conceived 
appeal is, of course, thoroughly unsound. But when properly 
handled, we believe that the presentation of such information as will 
lead to more wide-spread use of modern trust facilities, on the part 
of those who have need for these facilities, not only contributes in 
a legitimate and constructive way to the growth of trust business, 
but constitutes a real and valuable service to the public.” 


spread use of modern trust facilities, on 
the part of those who have need for these 
facilities, not only contributes in a legiti- 
mate and constructive way to the growth 
of trust business, but constitutes a real 
and valuable service to the public. 

We have no sympathy whatever with 
any policy that would disregard reason- 
able and proper limitations that should 
be observed in the promotion of trust 
business as a whole, and particularly 
living trusts. From exchanges of opin- 
ion with many trust officials throughout 
Seventh 

Grand 


Address delivered before the 
Mid-Continent Trust Conference, 
Rapids, Mich., Sept. 17, 1931. 


use of our service. This is especially 
true in selling living trusts, and particu- 
larly if a trust company seeks to en- 
courage a man to part with his property 
under conditions that would preclude the 
possibility of his taking it back. Here 
we have quite a different theory and re- 
sponsibility than that involved in the 
consideration of an executorship or a 
testamentary trusteeship. 

Realizing this responsibility, trust 
companies have, with very few excep- 
tions, pursued a conservative course in 
their promotion of living trust business. 
Both in their direct solicitation and their 
advertising, they have concentrated their 
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sales appeal on the fundamental purposes 
for which such trusts are operated. They 
have exercised meticulous care to avoid 
statements or practices that might lead to 
distorted ideas either as to the true 
functions of trusts, or what may be ac- 
complished by their use. 

There can be no doubt as to what the 
primary function of trusts is—to provide 
competent and responsible investment 
management and to assure conservation 
of the property placed in trust, either for 
the benefit of the grantor or others of his 
choice. This, and this alone, constitutes 
the fundamental principle of trusteeship. 
Never has there been a time when the 
need was greater for concentrating on 
this basic function. 

It is not an easy thing, however, even 
under present conditions, to stimulate in- 
terest in living trusts, where such interest 
does not already exist, by a conservative 
presentation of the advantages of trust 
investment management. The tempta- 
tion is very strong therefore, to one who 
is looking at it entirely from a sales view- 


point, to resort to some other appeal that 
will more readily catch the public’s in- 
terest. 


FASTEST WAY NOT ALWAYS THE BEST 


Probably the easiest way to attract a 
man’s attention to anything that you 
want to sell him is to plant in his mind 
the thought that he can save money by 
buying your product. In ordinary mer- 
chandising channels the legitimacy of 
such an appeal may be conceded, but 
even there it is not ordinarily employed 
to the exclusion of every other considera- 
tion and it is seldom employed at all in 
connection with products of high merit 
and prestige. With respect to the trust 
business, there can be no doubt that 
many people are more susceptible to the 
idea of creating trusts to avoid substan- 
tial inroads on principal, than to any 
argument we can make with respect to 
the services of our trust departments. 
But the susceptibility of the public to 
this type of appeal does not necessarily 
warrant its use, even though we could 
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fulfill with assurance every expectation 
aroused by such an appeal. 

Nevertheless we have, in a few in- 
stances, seen whole campaigns built up 
around the single thought of creating 
trusts to save money. The thought has 
been introduced by reference to a gen- 
eral estate plan but the essence of the 
plan is the creation of trusts and the 
emphasis of the advertising and sales 
presentation has been centered primarily, 
if not exclusively, on the large savings 
that can be effected. 

I cannot believe that a trust company 
that will employ this sales device really 
thinks that it has nothing better to sell 
than a money saving plan. But the best 
interpretation we can put upon it is that 
such a company either does sincerely be- 
lieve that the money saving possibilities 
of trusts represent one of their greatest 
advantages, if not the greatest, or else 
this appeal is exploited purely as a bait 
to arouse interest and secure an inter- 
view that will lead to more fundamental 
considerations. 

On either basis the practice is open to 
serious question. In the first place it is 
apt to be harmfully misleading, if not 
on the basis of what is intended, cer- 
tainly on the basis of the implications 
that it carries with it. 

We all know that the largest single 
item of economy which people have in 
mind when they think of creating trusts 
purely for economy purposes is the sav 
ing of taxes. While the public does not 
know it, we do know that there is no 
possibility of any tax advantage—at least 
as regards Federal taxes, and in New 
York, state taxes also—unless the grantor 
divests himself irrevocably of any inter 
est in the property placed in trust. 

The great majority of people who con- 
sider creating trusts primarily as a means 
of saving money abandon the idea as 
soon as they find out what is involved. 
Most of those who are willing to go 
ahead usually want to have some string 
tied to the arrangement before they get 
through with it, which clearly indicates 
that they are not entirely convinced of 
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the desirability of giving up their prop- 
erty irrevocably. 


DANGERS OF IRREVOCABLE TRUSTS 


We certainly cannot afford to sell the 
public generally the principle of giving 
away property irrevocably for the sake 
of tax savings or any other savings that 
may be effected. Nor can we afford to 
base our appeal for trusts in general on 
an advantage that can be secured mainly 
through this one type of trust, if secured 
at all. Suppose back in 1928 or early 
1929 your new business department had 
been getting living trust business on this 
basis. What would the position of your 
company be today if, as has doubtless 
been the case in some instances, men who 
gave away substantial amounts of prop- 
erty to save taxes, or to effect other 
economies suggested to them in connec- 
tion with an estate plan, later found 
themselves in such altered circumstances 
as to prove this action thoroughly un- 
wise? There are many possible and un- 
expected changes of circumstance that 
should be taken into consideration before 
an irrevocable trust is decided upon. 

I realize that these money saving plans, 
by which it is sought to initiate interest 
in trusts, involve more than living trusts, 
and more than tax savings, but they are 
unguestionably exploited in some cases 
to focus attention on living trusts and 
secure this type of business. To the ex- 
tent that they involve a consideration of 
trusts, either living or testamentary, 
primarily for the saving that can be ef- 
fected, whether this saving is to be in 
reduced taxes or administration charges, 
the appeal does not warrant emphasis 
over everything else. 

In the case of insurance trusts which, 
as we all know, are sometimes set up ex- 
clusively for the purpose of offsetting 
estate shrinkage, and which may involve 
little or no function of trusteeship as we 
ordinarily think of it, but may employ 
the use of a trustee simply to keep the 
insurance out of the estate, the economy 
appeal is properly the primary appeai. 
But this is a very special type of trust 


that has little in common with trusts in 
general. 


THE TAX-SAVING ARGUMENT 


Just how far we can properly go in 
using a tax-saving argument as an in- 
ducement to get business under any cir- 
cumstances, is a large question. There is 
a good deal that we do not know about 
the taxable status of trusts. Decisions 
and rulings yet unmade, but based on 
laws already in force, may make a great 
deal of difference in many cases. Fur- 
thermore, irrevocable trusts created 
largely for tax purposes under existing 
laws may be rendered useless by future 
changes in the law, so far as their chief 
purpose is concerned. No one knows to 
what extent our whole plan of taxation 
may be changed. If this appears to be 
a remote contingency, we have only to 
remember that the present taxing sys- 
tem is very new as compared with the 
duration of many trusts. The harmful- 
ness of over-emphasizing the money sav- 
ing possibilities of trusts lies not only in 
the misconception which it gives to the 
public regarding the real functions of 
trusts, but also in the antagonisms which 
it naturally arouses among those who 
have the broader aspects of this whole 
matter in mind. The very fact that such 
appeal is repeatedly called into serious 
question by some of the most experienced 
trust company officials, as well as lawyers 
and tax authorities, is in itself a strong 
indication that it may be doing more 
harm than good. 


CLIENT SHOULD HAVE OWN LAWYER 


We believe that any man considering 
the creation of a living trust should be 
carefully advised by his own lawyer as 
to all of the brovisions of the trust and 
their full legal significance and that the 
instrument itself should be prepared in 
all cases by counsel representing the 
grantor and not the trustee. 

It is true, we are a party to the con- 
tract and in this sense we are in a dif- 
ferent position than with respect to a 
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will under which we are to be named. 
Nevertheless, we expect to have the 
agreement passed upon by our counsel, 
who will advise us whether it is satis- 
factory from the standpoint of our act- 
ing as trustee, and while both our coun- 
sel and we ourselves would exercise 
every care to see that the interests of the 
grantor were properly protected, we be- 
lieve that our own position as well as 
that of the grantor is far better if he too 
has the advice of counsel representing 
him, not us. 

I am afraid that as to any novel 
method which we may have developed 
to stimulate interest in creating living 
trusts, this article may prove very dis- 
appointing. We have no such method. 
In our entire new business procedure we 
are admittedly, even avowedly, conser- 
vative. We do not believe that there is 
a place in the trust business for too much 
sales ingenuity and cleverness. The 
whole need, as we see it, is for a 
straightforward, dignified and convinc- 
ing presentation of the fundamental ad- 
vantages of trust service, without the 
slightest trace of subterfuge or over- 
emphasis in any direction. 

The best new business policy is not 
necessarily the one that will get the most 
new business in the shortest time; it is 
rather the one that will get the most 
satisfactory business in the long run. 
Most of the clever ideas that are thought 
up to promote new trust business are 
found wanting when weighed against 
this fact. 


HOW “LEADS” ARE SECURED 


In our promotion of living trusts, 
leads are opened up in a somewhat more 
casual or miscellaneous way than in the 
solicitation of executorships. By this I 
do not mean that we merely take things 
as they come, but whereas we would 
systematically cover a list of prospects in 
the solicitation of will appointments, we 
have not done this in the case of living 
trusts. 

We circularize carefully prepared lists 
with living trust letters and literature the 
same as we do with will literature, but 
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most of our personal solicitation of livy- 
ing trusts is done as a result of special 
information which we secure through 
miscellaneous sources. 

For instance, a business is sold or 
liquidated. We know that the principals 
are receiving considerable sums of money. 
Three such cases come to my mind: 

In one, three brothers, approaching the 
age of retirement, sold an old manufac- 
turing concern. We presented to them 
the logical advantages of creating living 
trusts and all three of them acted on our 
suggestion. 

Another man sold his interest in an 
investment business for $1,000,00. We 
were in touch with the transaction and 
suggested a trust, which he created. 

The widow of one of our former 
banking customers was receiving large 
annual payments from the sale of his 
business. Here was another prospect for 
a living trust. 

Many living trusts are created with 
legacies which we distribute. 

Seven million dollar trusts resulted di- 
rectly from the mailing of literature and 
letters to one of our wealthy customers 

In a great many cases living trusts 
originate through lawyers for their 
wealthy clients, and while this business 
cannot be said to have been “sold” in 
the strictest sense, certainly it can in a 
broader sense. 

Frequently living trusts are created as 
a result of information secured in will 
solicitations. 

Custody clients are often induced to 
avail themselves of the broader invest- 
ment service which we render through a 
living trust. 

Many living trust solicitations follow 
as a result of our general advertising. ; 

The sources from which this type of 
business is developed are many and 
varied. Whatever the source, each case 
is handled by personal interview so far 
as possible, in order that we may have a 
discussion of all of the facts of the 
situation. 

In many cases it is obvious at the out- 
set that a trust is desirable, but fre- 
quently it will develop from the discus 
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sion that a trust would serve no prac- 
tical purpose. 

We make no effort whatever to stand- 
ardize our solicitation of living trusts or 
any other type of trust business. What 
we want is an intelligent, flexible ap- 
proach to every situation. 


ESSENTIAL INFORMATION 


There is, of course, certain essential 
information ‘which we must have in all 
cases. Is the fund in cash or securities? 
If in securities it is a great help if we 
can make a preliminary review of them 
early in the negotiations. A considera- 
tion of the type of assets to be held in 
the trust will have an important bearing 
on the investment provisions of the trust. 

The grantor’s wishes with respect to 
income and principal distribution, and 
all of the rights and responsibilities of 
both the grantor and the trustee must be 
considered in comprehensive detail. 

The amount of income which bene- 
ficiaries are receiving from other sources 
should be known because of its bearing 
on the type of investments to be held in 
the trust. 

The relation of the trust to the gen- 
eral estate situation and consideration of 
a will in conjunction with the trust 
naturally follow in most cases. 

All legal questions are invariably re- 
ferred to the client’s own lawyer. In the 
great majority of cases we establish such 
a relationship that we can work in di- 
rect co-operation with the lawyer. 

When the instrument is prepared we, 
of course, review it and make such sug- 
gestions as may seem advisable. Those 
of a purely practical nature we may 
make to the client. Those of a legal 
nature are made to his lawyer. 


NUMBER OF NEW BUSINESS MEN 
EMPLOYED 


The type and number of new busi 
ness men employed is important. 

Our policy has been to confine our 
new business work to a relatively small 
group of high grade men, who are 
thoroughly trained in trust work and 
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competent to approach their work on 
the basis of matured judgment and a 
wide knowledge of their subject. They 
must be able to proceed with a true 
sense of fundamental values, to de- 
termine whether or not a trust is ad- 
visable and on what basis it should be 
created, to co-operate in an understand- 
ing and constructive way with both lay- 
man and lawyer, and above all, they 
must understand thoroughly our policies 
and viewpoints. 

The majority of our trust new busi- 
ness solicitors are officers, not merely be- 
cause it helps them in their work, but 
because by demonstrated ability and fit- 
ness they have shown themselves to be 
men on whom responsibility can safely 
be placed. 

Whenever possible we have recruited 
our new business solicitors from the op- 
erating staff of our trust department in 
order to secure men with practical ex- 
perience in estate and trust administra- 
tion. 

This is not always possible and we 
must occasionally go outside. In such 
cases we choose very carefully and very 
slowly, selecting men, who in our judg- 
ment, have a collateral experience that 
will enable them within reasonable time 
to be properly trained. In all such cases 
we require the solicitor to undergo a 
considerable period of intensive training 
in the trust department, and we do not 
expect to make a real trust solicitor out 
of such a man inside of a year at the 
very shortest. 

We have never felt that it was either 
necessary or desirable to build up a large 
new business staff. For the type of trust 
business that we want we feel that we 
can accomplish better results with a 
smaller group of better qualified men. 

Based on the amount of available busi- 
ness of the type we want, the unfavor- 
able reaction that inevitably follows over- 
extended sales activity, and the necessity 
for keeping solicitation in proper hands, 
we would seriously question the wisdom 
of introducing into the trust business 
selling methods that have proven success’ 
ful in other fields. 
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In selling insurance or bonds the sales- 
man is offering in one case a standard 
form of contract with definite options, 
and in the other a specifically defined 
obligation whereas, in selling a trust, we 
are dealing with something highly in- 
dividual in every case, both as to its prac- 
tical purposes and its legal form and 
consequences. The selling of such a ser- 
vice does not lend itself to standardiza- 
tion. 

An important factor in our develop- 
ment of trust business is the excellent co- 
operation which the trust new business 
department receives from the banking 
and other departments of the company. 
We have ready access to all information 
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In selling living trusts the temptation 
to cut fees is probably stronger than in 
selling any other type of trust service. 
There has been so much discussion of 
this subject that nothing I can say will 
contribute anything new. We long ago 
made up our minds definitely that re- 
gardless of the size or the attractiveness 
of a trust, we would not accept it if it 
meant cutting the standard fee or un- 
derbidding a competitor to get it. 

Nothing can be more demoralizing to 
any business than competitive price cut- 
ting. If the standard rates for trust 
service are fair, based on known costs of 
the service rendered, they should be 
maintained. If they are not fair they 


“Nothing can be more demoralizing to any business than com- 


petitive price cutting. 


If the standard rates for trust service are 


fair, based on known costs of the service rendered, they should be 


maintained. 


If they are not fair they should be revised. 


If they 


are to represent nothing more than a starting point for negotiation, 
they should be abolished.” 


in the credit files and the central file; 
officers of any department will give let- 
ters of introduction or sign special let- 
ters which may seem to be appropriate 
in the course of solicitation or will join 
with officers of the trust department or 
trust new business representatives in 
luncheons in the guest dining rooms of 
the bank whenever such luncheons can 
be arranged with prospects. Officers of 
our trust investment department, real 
estate department or other divisions of 
the trust department, work very closely 
with the new business department with 
respect to any specific matters involved 
in a given This unlimited co 
operation from every source within the 
company where we can secure help con- 
tributes in a very important way to the 
success of our new business work. 


case. 


should be revised. If they are to repre- 
sent nothing more than a starting point 
for negotiation, they should be abolished. 

We believe thoroughly in the value of 
trust new business work. Because we be- 
lieve so thoroughly in it, we are anxious 
to see it kept free from abuse and to 
have it conducted along thoroughly 
sound lines. 

We believe that the standards of new 
business practice as generally conceived 
by trust companies should be and are as 
high as the standards of any profession. 
Unfortunately, there are occasional con- 
spicuous exceptions in any field. 

We believe there is a heavy respon 
sibility upon trust companies as a whole 
to maintain their high standards and to 
guard unceasingly against any depar- 
ture from them. 





Personality Has Money Value 


By FRANK FARRINGTON 


can handle transactions with per- 

fect accuracy, even rendering all 
the desirable extra services not technically 
essential, giving perfect value received, 
but still failing to make a good impres- 
sion or to inspire a friendly attitude to- 
ward themselves. They give no grounds 
for complaint, but they arouse no favor- 
able enthusiasm. This is because there is 
something about their personality that 
registers adversely. They are not ex- 
actly antagonistic in attitude, but they 
fail to create a positive impression in 
their favor. 

A great deal has been said about per- 
sonality. There are books and corre- 
spondence courses intended to show us 
how to develop an attractive personality. 
On one hand it is declared that we can 
develop the right kind of a personality 


Tosh are men in business who 


if we try. On the other hand it is mm 
timated that personality is something in- 
herent, born in one and not subject to 
change. 

You may think one can no more 
change his personality than the leopard 


can change his spots. You may think 
one can develop it as the West Pointer 
develops his carriage. That is subject to 
your own opinion and judgment. Per- 
sonally I believe a man with an habitu- 
ally sour look can improve his appear- 
ance by compelling himself to smile. I 
believe the man with a naturally irritable 
or argumentative disposition, or with an 
unpleasant voice, can overcome such 
characteristics if he will try hard enough 
and long enough. In fact, I know he can. 

A man may possibly be successful in 
business despite a sour face and a rau- 
cous voice. Men have before now suc- 
ceeded with worse handicaps. But it is 
none too easy to succeed with every- 
thing in our favor and, if we will get rid 
of such factors as make personality un- 
attractive, we shall get along that much 
faster and easier. 


I once wrote for Forbes’ Magazine an 
article on “The Value of a Smile.” “For 
the man in business, seeking customers,” 
I said, “‘a good smile is worth more than 
a cash capital of $10,000. The 
merchant with an honest smile and the 
willingness to use it, can count on draw- 
ing people to his store and making them 
want to come again, because they take 
to him and like to do business with him.” 


“THE VALUE OF A SMILE” 


Some critics averred I must have a 
Pollyanna complex, but the head of a 
prominent New York City firm of hard- 
headed stock brokers addressed me in 
complimentary terms, declaring, “A smile 
is the greatest thing in the world,” and 
he emphasized the statement with a 
forceful oath. 

There can, of course, be too much 
smile, and the Pollyanna attitude is 
mighty irritating to some people. There is 
a retail salesman of my acquaintance who 
is so perpetually smiling that it makes 
me sick to look at him. I actually stay 
out of the store where he is employed 
when I know he is on duty. That, how- 
ever, merely proves a good thing may be 
overdone, or wrongly done, just as one 
may eat too many apples a day or play 
the fool with optimism in declaring busi- 
ness has met with no depression. 

People do like cheerful places of busi- 
ness. f have seen customers flock to a 
store in highly profitable numbers just to 
be waited on by a young man there who 
is always bright and cheerful. They 
know they will have a good time while 
there, whether they buy anything or not. 
So great has been the influence of that 
young man’s personality that the rest of 
the force has caught the contagion and 
reflects his pleasing attitude. 

It is not easy to lay down a series of 
set rules by which a man lacking an at- 
tractive personality may develop it. Per- 
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sonal magnetism, if possessed in a high 
degree, is usually to great extent in- 
born. And yet, anyone who wants to 
be personally more attractive can be- 
come so. 

Personality is made up of one’s com- 
bined habits and characteristics, and just 
as one may change habits and even char- 
acteristics, so one may make over his 
personality. 

It is possible to smile upon people 
without being silly. It is a simple mat- 
ter to keep looking one’s best by main- 
taining fitness of physique and apparel. 
Just the other day I noticed the pleasant 
appearance of a young retail salesman. 
I was surprised to see how good looking, 
how intelligent, he seemed. I had been 
accustomed to see him with his face cov- 
ered with pimples. He had in some 
manner cleared up his countenance and 
he looked like a different man. Whether 
the change was wrought by altered diet 
or by Peter's Pimple Pilules, I don’t 
know. I do know the result was a bet- 
It will be strange if that 


ter personality. 
young man does not show a greater con- 
fidence and aggressiveness in business. 
He must have previously shrunk a little 
from the scrutiny of the critical. 

A part of one’s personality is the 


voice. Some business people have harsh 
or shrill voices without realizing it. I 
cannot say I would like to be the one to 
tell them of their fault, but they might 
profit by knowing about it. It is pos- 
sible to improve one’s voice. If no 
other means is available, work with a 
vocal teacher will help. Voice culture 
has other purposes than making singers. 

I have a business acquaintance whose 
voice seems all right when I meet him. 
He is pleasant, agreeable, good natured. 
But when I get him on the telephone his 
voice drops into a woebegone sound that 
discourages me. I think he lets it down, 
or lets down in the effort he naturally 
makes when talking to a person right 
before him. Anyway, it’s just too bad 
he can’t be told of that fault, because it 
is a definite detriment to his personality. 
A telephone personality is a difficult 
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thing to develop, but haven't you the 
pleasure of knowing some people you 
enjoy calling up? They respond, not as 
though you had interrupted a nap, but 
as though they were glad to hear the 
sound of your voice. That is their 
habit. 

There are people who can turn down 
your request for a favor and do it in a 
way that leaves you feeling almost as 
good as others make you feel when 
granting your request. That is personal- 
ity at work, in the form of manner and 
understanding of your position. 

I think we can learn something of 
what makes up a good personality if we 
will study those people with whom we 
come in contact who please us by their 
appearance and manner. 

There are little men whom we think 
of as insignificant little runts, physically. 
There are other men of no greater 
physical dimensions whose littleness of 
stature does not receive our attention be- 
cause they are so big in other ways. 
Some of them overcome some of the 
physical limitation by serious effort. It 
is said a man cannot, by taking thought, 
add a single cubit to his stature, but I 
know an advertising man who, naturally 
undersized, has grown up in appearance 
by keeping himself lifted to the very 
limit of his spine. His spinal verterbrae 
are not allowed to settle down together. 
Incidentally, his footwear is made to add 
half an inch to his height. People do 
not think him short, though he is very 
definitely so. 

A man can better his apparel. He can 
keep his complexion clear. He can over: 
come indolent physical- habit. He can 
actually improve his voice and lift it out 
of its depressed tone. He can compel 
himself to act with cheerfulness, whether 
he feels cheerful or not. He can be glad 
to. see people—and show it. He can be 
accommodating. He can wipe sourness 
from, his face with smiles. He can de- 
velop a better personality if he will try. 
And when and if he does this, he will 
make more friends. He will be worth 
more money as an employe and he will 
get more business as an employer. 





Savings Bank Advises Wise Buying 


banks who have surplus savings 

above prudent requirements could 
do much to help in the restoration: of 
prosperity by wise expenditures at the 
present time. This view gains support 
in some advice recently sent out to its 
depositors by the Emigrant Industrial 
Savings Bank of New York, the largest 
institution of its kind in the United 
States. 

In commenting on the bank’s attitude 
on this matter, Walter H. Bennett, presi- 
dent of the bank, said: 

“There is nothing new in our advice 
to depositors to consider a wise-buying 
program after they have accumulated a 
cornerstone reserve against all likely 
emergencies. ‘Thrift is quite different 
from hoarding, as different as courage 
from fear. All we have done is to give 
a counsel of courage when the business 
world is too much dominated by fear 
and uncertainty. 

“Trade improvement can only start 
with increased consumer buying. Sav- 
ings depositors represent, by and large, 
the consumers, as distinct from the in- 
dustrial and wholesale buyers. In this 
state alone savings depositors have ac- 
cumulated over $5,000,000,000 in de- 
posits. If, as a group, they decided to 
use simply the interest on this sum for 
wise buying during 1931, it would mean, 
at 3% per. cent., $175,000,000 of con- 
sumer buying, and from one state only. 

“No one has caught the real purpose 
of thrift until he realizes that next to a 
safety reserve which, in our opinion, 
should never be less than six months’ 
salary, wise buying of permanently use- 
ful goods or property is of the very 
essence of courageous thrift as distinct 
from the hoarding of fear. This is 
doubly true at a time when prices have 
reached the lowest level in nearly two 
decades. 


I: is claimed that depositors in savings 


“Our advice will more than serve its 
purpose if it helps to put $100,000,000 
or $200,000,000 into circulation in New 


York state, and in that way to start in- 
dustry moving a little faster before win- 
ter and its unemployment problem is 
with us again. It is one common sense 
way of helping to keep men at work and 
to spread a feeling of sane courage.” 


THE BANK’S MESSAGE 


“In our opinion the millions of sav- 
ings and thrift depositors in this coun- 
try have it in their power to change the 
whole aspect of industrial and trade con- 
ditions. They are the backbone of this 
nation’s stupendous buying power. The 
least we can do is to give our quarter of 
a million of these buyers some sound ad- 
vice on handling the profits their dollars 
have earned.” 

Inquiry at the offices of other large 
savings banks in New York and Brook- 
lyn indicated agreement with Mr. Ben- 
nett to the extent that this was a good 
time to buy needed goods and that the 
effect upon business doubtless would. be 
considerable if hoarded savings were 
more generously poured into the chan- 
nels of trade. Virtually all the bankers 
interviewed, however, said they would 
make the important reservation that 
goods be bought only because they were 
needed and not simply because there 
were bargains. 

“No good would come of buying sev- 
eral suits of clothes where one or two 
would suffice for the near future,” re- 
marked one senior savings bank officer, 
“for that policy would be open to the 
same criticism made of instalment pur- 
chases; namely, immediate purchasing 
power is increased at the expense of 
creating a deficiency later on—mortgag- 
ing the future to enjoy the present.” 
This, in the opinion of many savings 
bankers, was a contributing factor in the 
depression of the past two years. 

In his statement the Emigrant Indus- 
trial Savings Bank president said: 

“We are today advising our 249,000 
depositors—a number equal to the entire 
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population of many important cities—to 
take advantage of the large profits earned 
on their saved-up dollars over the last 
two years, and to begin a wise program 
of buying with part of these profits. 
“After all, savings banks are mutual 
institutions, owned by their depositors, 
with no profits to consider but the de- 
positors own. We made every effort in 
our power in 1928 to encourage people 
to save and to resist the temptation to 
spend recklessly. That was an inflation 
period when the consumer's dollar was 
worth far less than it is today. We 
maintained a high interest on deposits be- 
cause we could invest our depositors’ 
money in good bonds and mortgages at 
a correspondingly high rate of return. 
We introduced the plan of paying in- 
terest for every single day their money 
was on deposit. We published booklets 
showing the great importance of build- 
ing up a living insurance or safety re- 
serve while salaries were high and em- 
ployment easy to get. 
“What was the result? 
new depositors opened accounts. 


Thousands of 
Old 


depositors built up their balances even 


at a sacrifice. Now, all of these people, 
who responded to our advice and en 
couragement, can show large profits to- 
day in the increased buying power of 
their saved-up dollars. 

“To keep faith with our depositors’ 
best interests we must change our advice 
somewhat today when economic condi- 
tions have also changed so radically. The 
consumers’ dollar is worth at least 16 per 
cent. more in buying power today than 
in 1928. So in our booklets and in our 
constant educational campaign we are 
now giving the following advice: Keep 
on deposit all you should have as a re- 
serve against emergencies. If that re- 
serve is not yet large enough (it should 
be equal to at least six months’ salary) 
add to it. But if you have a surplus 
above all likely needs, make careful pur- 
chases of things you want for permanent 
use while prices remain low. See that 
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your home is put in good repair. Do 
not let your automobile or any other 
property get ‘run down.” If you have 
long needed an added piece of furniture, 
shop carefully and buy it now. Buy 
clothing in reasonable quantities. Buy 
real estate if you are planning for a 
home of your own. Land prices have 
not been so low in many years, and 
mortgage*money for building can be had 
on very reasonable terms. Wise spend- 
ing at the right time is as much a part of 
good thrift as saving all you can when 
prices are going up. Moreover, judicious 
spending now will help to set the wheels 
of industry turning more rapidly and re- 
store employment to thousands now out 
of work.” 


SAVINGS DEPOSITS CONTINUE 
THEIR STEADY GAIN 


ORE than 13,000,000 people 
M now have average accounts of 
$753.56 in the mutual savings 
banks of the United States, amounting to 
total deposits of $9,976,967,981 on July 
1, according to figures compiled by the 
National Association of Mutual Savings 
Banks. This is the largest accumulation 
of small capital ever held by the mutual 
institutions in a century of existence and 
also represents the highest average sav 
ings achieved in that time. The average 
a year ago was $745.21. On January 1 
it dropped to $740.85, advancing al- 
most $13 since that date. 

The assets of the banks had an equally 
impressive increase in the year ending 
July 1, rising better than dollar for 
dollar with deposits. The gain in assets 
amounted to $882,686,088 and the gain 
in deposits was $831,076,122. Of not 
less interest was the increase in de 
positors, numbering 966,826. As 
National Association of Mutual Savings 
Banks points out, this latter gain shows 
that the rising deposits came largely 
from the pockets of new depositors. 





Importance of Hedging in Cotton 
Transactions 


Financing of Cotton from Farmer to Consumer Predicated on 
Proper Hedge Being Maintained at All Times 


By R. E. Dorton 


Assistant Vice-President, International Banking Department, Bank of America National Trust 
& Savings Association 


changes and the protection they af- 

ford in the process of the orderly 
marketing of commodities are not gen- 
erally appreciated or understood. When 
we apply for life, fire or marine insur- 
ance we are providing for an eventuality 
of death, fire or disaster on the high seas. 
We are “hedging” or seeking protection 
against an unfavorable event in the fu- 
ture. When the cotton farmer, cotton 
merchant or spinner wishes protection 
against fluctuation he takes out insur- 
ance in the form of a “hedge” to provide 
against loss through price fluctuations. 
“Hedging” has thus been termed “trade 
insurance” carried on in such a manner 
as to make a worldwide market for buy- 
ing and selling, although cotton hedging 
does not provide complete insurance as 
will develop later. 

To the banker and layman alike 
“hedging” is one of the most complicated 
operations in the marketing of cotton 
and the least understood, yet it is one of 
the most important phases of merchan- 
dising cotton. It is employed throughout 
the cotton trade. The financing from 
the farmer to consumer is predicated 
upon a proper “hedge” being maintained 
at all times. From the time the cotton is 
planted until it emerges from the mill as 
a finished fabric, it is handled with bor- 
rowed capital. This dependence on the 
banker for financing makes it necessary 
for the farmer to sell before he plants, 
the merchant to “hedge” as he operates, 
and the mill to maintain “hedges” at all 
times against purchases or anticipated 
purchases of raw cotton. Hedging op- 
erations thus provides a known margin 


T= functions of the commodity ex- 


of profit, within certain limitations, for 
farmer, merchants, mill and the whole- 
saler of the finished product regardless 
of price fluctuations. 

Hedging foreign exchange transactions 
by selling forward purchases of foreign 
bills for future delivery is a parallel 
transaction in principle to that of cotton 
hedging. The foreign exchange trader 
and the cotton trader both have the ma- 
chinery to safeguard themselves from 
loss through making the same transac- 
tion on the other side of either buying or 
selling. However, the banker can pro- 
tect himself to a greater extent than is 
possible in cotton trading as will develop 
from the following examples. 


FARMERS’ HEDGE 


Why is it necessary for a farmer to 
hedge his crop? The banker cannot af- 
ford to advance money on an unhedged 
crop which would secure his loan by 
collateral subject to the hazards of a 
fluctuating and uncertain market. The 
crop lien would at no time have a stable 
value. In order to have collateral of a 
known value he must resort to the pro- 
tection afforded by the “futures” ex- 
change in this manner. We may assume 
at the time of planting that the farmer 
reasonably anticipates a crop of 100 
bales. Accordingly, then he sells 100 
bales of “futures,” that is to say, he 
agrees to deliver 100 bales of cotton at 
a definite time for which the cotton ex- 
change furnishes a buyer at a stipulated 
price. With the value of the cotton then 
established he goes to his banker, who 
may be financing the crop with some- 
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thing definite in value as security for his 
crop production loan. We will assume 
that the negotiation for the loan was 
made during April at planting time and 
that he sold on the cotton exchange 100 
bales of October futures at 15 cents per 
pound, equivalent to $75 per bale for 
middling 7” cotton. When the crop is 
gathered in October, the market has 
dropped 12 cents per pound for middling 
7%” cotton or $60 per bale, at which 
price he buys back his futures contract 
with a profit of three cents per pound 
or $15 per bale. When he sells his 
“spot” cotton it grades strict middling 
1 1/16” for which he receives at the in- 
terior gin yard a premium of 50 points 
or $2.50 per bale. With the market of 
12 cents prevailing his crop is sold at 
$12.50 or $62.50 per bale. This $62.50 
together with the “futures” profit of 
$15 per bale gives the farmer a net re- 
turn of $77.50 per bale or 154 cents 
per pound, which is 50 points premium 
on the “futures” purchase price. We 
thus find that the actual value of the cot- 
ton on the trading basis is in line with 
the original value as established by the 
initial transaction of selling the “futures” 
contract. 


MERCHANTS HEDGE 


Why does the cotton merchant hedge? 
The cotton merchant, as the farmer, 
must perforce operate on borrowed cap- 
ital. It then follows that he must have 
the same price insurance for the purpose 
of securing loans but, even if operating 
on his own capital exclusively, still seeks 
the same protection against a fluctuating 
market. The cotton merchant is con- 
ducting a legitimate merchandising busi- 
ness and cannot afford to enter into the 
field of speculation. 

Assume, first, that the merchant buys 
from the farmer in April 100 bales of 
cotton for October delivery at 15 cents 
per pound. He must now hedge this 
purchase immediately. which may either 
he done through the futures exchange or 
bv selling the same or similar cotton for 
future delivery. We will assume that he 
sells to a customer 100 bales of cotton for 
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October delivery for 17 cents per pound 
which gives a profit of two cents per 
pound or $10 per bale less carrying and 
transportation costs. It is not always 
possible or prudent to make a spot sale 
simultaneously with a spot purchase. 
The hedge or price insurance is then ob- 
tained through recourse to the futures 
exchange. In this case the merchant 
would sell 100 bales on the futures ex- 
change for October delivery, or for some 
other future month, at the prevailing 
price. With the fluctuations of the mar- 
ket the losses and profits on the spot cot- 
ton would offset the profit and losses on 
the futures transaction. Since the cotton 
merchants’ business is made up of daily 
and almost hourly transactions of this 
nature, it becomes impossible to make 
one definite transaction offset another. 
It is then vitally necessary that he es 
tablish a system whereby he and his 
banker may know at all times his net 
position on the market. 

The usual custom in cotton hedging 
is to take a record of all cotton bought 
at a fixed price (at so many cents per 
pound, spot price) which is the “long” 
position and all cotton sold at a fixed 
price which is the “short” position. The 
difference between the “long” position 
and the “short” position gives the net 
position “long” or “short.” This is 
known as the balance system and may 
be illustrated fundamentally from a 
trader’s position sheet as follows: 


Cotton in stock 
Purchased today 


10,000 bales 
1,500 bales 


Total long 11,500 bales 


Unfilled orders 
Orders today 


“Futures” sold 


3,000 bales 
2.000 bales 
5,000 bales 
10,000 bales 
11,500 bales 


Total short 
Total long 


1,500 bales 


Net long 


The merchant then sells 1,500 bales 
in future contracts to balance his posi 
tion. 

Hedging may be done as far as one 
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year ahead. It is not customary to hedge 
the old crop on new crop months. In 
January new crop months are October 
and December, since the new crop com- 
mences to move in September. For the 
old crop (cotton on hand) in January, 
the hedging months are March, May and 
July, depending on the parity. The 
parity is the difference between these 
months. 

“Parity” means the difference in 
quotation between the trading months. 
On a market value of 16.00 for March 
cotton, it costs about 15 points per 
month to carry cotton. The next trad- 
ing month, May, should be quoted 30 
points over March, or 16.30, and July, 
30 points over May, or 16.60. If the 
parity falls below 15 points per month 
in hedging purchases, the custom would 
be to sell the nearer month, for the rea- 
son that the more distant month does 
not cover carrying charges. For in- 
stance, if March is 16.00 and May only 
16.20, the merchant would probably sell 
March. The 15 points charge is made 
up of interest, insurance and storage in 
warehouse. On the basis of 16.00, in- 
terest at 6 per cent. per annum, or VY 
per cent. per month, equals 8 points, in- 
surance 3 points and warehouse storage 
for high density cotton 20 cents per bale 
per month, or 4 points, figured on the 
basis of a 500 pound bale, making the 
total carrying charge of 15 points. If 
March cotton were 16.000 and May 
16.40, May would be a profitable month 
for hedging purposes. If the cotton mer- 
chant’s position is “short” and he needs 
to buy “futures” in order to “even,” the 
reverse is true and he would cover by 
buying the lowest ‘priced month. 


CALL PURCHASES AND SALES 


Sometimes cotton merchants buy from 
farmers “spot” cotton on “call,” based 
on a future month. The basis is agreed 
upon, but the price is not set. For ex- 
ample, the purchase would be for 100 
bales at 50 points off October. The cot- 
ton is invoiced at a provisional price 
taking the October quotation on the date 
the cotton is delivered. For instance, if 
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October is quoted 15.00, the cotton mer- 
chant would deduct 50 points from the 
October quotation and figure the price 
at 14.50 and at.a weight of, say, 500 
pounds per bale, and would give the 
farmer $7250 for 100 bales. The cot- 
ton merchant, in order to be protected 
against a decline in the market, deducts 
the margin. The amount depends upon 
circumstances. If buying from a farmer, 
200 points are usually deducted or, in 
this example, $1000, which amount is 
retained as margin, pending the price 
fixation, and the balance is paid to the 
farmer, namely $6250. The farmer sells 
in this way in order to take advantage of 
any increase in the market. In case the 
market declines below the margin, the 
merchant then calls for additional mar- 
gin and if it is not put up immediately, 
he declares the price fixed and closes the 
contract, making such minor adjustments 
with the farmer as the closing price in- 
dicates. In the case of an advancing 
market the farmer calls for margin in a 
similar manner. 

When the farmer decides to fix his 
price, he instructs the merchant to fix the 
price on his 100 bales at the prevailing 
market price. The close of the market 
is taken, which we will say is for Oc- 
tober 15.50, less the basis of 50 points, 
would make the final price 15.00. The 
farmer would then be paid the difference 
in the market between the date the cot- 
ton was delivered, which was 15.00, and 
the market when the price was fixed, 
which was 15.50. This would give the 
farmer 50 points profit, or $2.50 per 
bale on a 500 pound bale. He would 
also receive the $1000 originally withheld 
as margin. Should there be a decline in- 
stead of an advance in the market, he 
would get his margin back less the de- 
cline in the market. 

The farmer must fix the price on or 
before the first “notice day” for the 
month on which the price is based. 
“First notice day” is about the 25th of 
the month preceding the basing month. 
In April it is customary to use October 
or December as basis months when buy- 
ing cotton on call for fall delivery. 
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Therefore, the price should be fixed not 
later than September 25, or November 
25, as the case may be. The cotton mer- 
chant is not interested in hedging this 
cotton, for he is taking no market risk 
until the price is fixed. 

There is this difference on call sales, if 
the price is fixed before shipment. In 
which case no margin is involved, since 
the price is fixed before the cotton is in- 
voiced. In case the price has not been 
fixed prior to shipment, it is invoiced at 
a provisional price based on the market, 
and margin is required the same as on 
call purchases. As soon as the price is 
fixed on a purchase, the number of bales 
is deducted from cotton on “call” and in- 
cluded in the total of purchases at a fixed 
price. When the merchant sells cotton 
on call to a mill or broker it is not cus- 
tomary to withhold margins as is done 
in the case with the farmer. The mills 
and brokers are assumed to be a sounder 
financial basis thus rendering this prac- 
tice unnecessary. 


MARGIN ON THE EXCHANGE 


The cotton merchant is required to 
“margin” contracts on the exchange on 
the basis of $5 per bale for “in” and 
“out” transactions and $10 per bale for 
overnight and longer contracts. The 
margin of $10 per bale must be main- 
tained. This amount represents the 
maximum fluctuation of 200 points al- 
lowed by the exchanges during any one 
day. 

It is necessary for the banker to work 
closely with the cotton merchant on the 
value of cotton held as collateral based 
on market fluctuations and protected by 
hedging, requiring, from time to time, 
detailed reports from the merchant's 
position ledger. For instance, if the cot- 
ton merchant has futures sold at 16.00 
as a hedge against purchases and the 
market advanced to 18.00, the merchant 
would be required to put up additional 
margin with his broker to cover his loss 
on the “short” futures. At the same 
time, the value of his “spot” cotton has 
increased $10 per bale. It is now neces- 
sary for the cotton merchant to with- 


draw part of the actual collateral held 
at the bank against the original loan, for 
the margin has increased to 20 per cent. 
while 10 per cent. is all that is required. 
If the cotton merchant had 1000 bales 
with the market advance of $10 per 
bale, 900 bales would be sufficient to give 
the bank the necessary margin, leaving 
100 bales of free cotton for an addi- 
tional loan to pay the broker. 
Speculation on the exchange is an 
activity entirely outside the cotton mer- 
chants’ realm of activity and, moreover, 
would greatly impair their credit stand- 
ing with their bankers. It is considered 
as against all rules of the proper con- 
duct of a cotton merchant to take a 
“position” on the market, either “long” 
or “short,” when it is physically possible 
for him to protect himself. For instance, 
the cotton merchant may buy cotton be- 
fore a holiday and will not be able to 
sell on the exchange until the day fol- 
lowing the holiday. Again, the cotton 
merchant may have purchased 350 bales 
during the day and will either be long 
50 bales by selling 300 bales on the mar- 


ket, or short 50 bales by selling 400 bales 


on the market. Contracts are only in 
units of 100 bales, but the New Orleans 
and Chicago exchanges have 450-bale 
contracts. 

The cotton banker is vitally concerned 
that all cotton dealt in by the merchant 
be properly “hedged” at all times. If 
the cotton merchant keeps his cotton 
hedged through the sale of future con- 
tracts, the loans are more secure and the 
financing can be done on a much nar 
rower margin than on unprotected cot- 
ton. Hedging then is used to protect 
sales and to protect purchases and fol- 
lows the same general principles as hedg: 
ing other commodities, i. e., coffee and 
wheat or hedging in foreign exchange. 
Foreign exchange hedging is well known 
to all banks carrying accounts abroad 
and having dealings of an international 
character. 

From what has been said regarding 
“hedges,” it might be considered that 
hedging provides insurance against loss 
regardless of market conditions, but this 
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isnot the case. While it is true that the 
cotton merchant can protect himself 
against the fluctuations in the price of 
cotton, he must contend with the “basis” 
fuctuations against which there is neo 
hedge or protection. Cotton transac- 
tions on the exchanges are based on 
“middling 7”” cotton, which forms the 
base for quoting all grades at so many 
points “on” or “off” for various grades 
and staple lengths above or below mid- 
dling 74”. 

The actual transactions of the physical 
cotton, of course, take into consideration 
all grades. Weather and other condi- 
tions make the price of various grades of 
cotton fluctuate from the “basis” depend- 
ing on these conditions, which cannot be 
determined at the time the hedge is 
made. A heavy rain or frost at the 
height of the picking season may result 
in so large a percentage of low grade 
cotton as to make the differential from 
the “basis” sufficient to result in a loss 
to the cotton merchant in spite of the 


hedge, if he happens to be long on low 
grades. 


BUDGET HELP FOR THE FAMILY 
MANAGER 


BOOKLET entitled “Household 
Money Management” was recently 
published by the Household Fi- 

nance Corporation as part of a campaign 
to improve the economic status of the 
family. On this booklet the New York 
Times comments editorially as follows: 


How to stretch the household dollar is the 
subject of a pamphlet just published by the 
Household Finance Corporation with the co- 
operation of university scientists and econo- 
mists. It promises the housewife that she 
can pull the family out of debt and build up 
“a savings back-log” if she really wants to. 
The trick is not done with mirrors or by mere 
juggling of figures. It means hard work, 
close calculating and, above all, the united 
effort of the whole family. There is nothing 
new in the plan, but it is so clearly explained 
and comes at such an appropriate time that 


the booklet should be of value to every couple 
anxious to “get along.” It takes into account 
the needs and pleasures of the present with- 
out neglecting the security of the future. 

When prosperity was the rule many fam- 
ilies hardly gave a thought to economy. Now 
the same people are prepared to sit down 
with paper and pencil to figure out how a 
shrunken income can be made to cover the 
necessities. With concrete examples the book- 
let shows how families of different makeup 
should be able to manage. It begins with 
those having a family income of $100 a 
month, and considers it with one child, with 
two children and with none. In the same 
way it takes the childless couple and families 
up to six children and through various in- 
comes up to $300 a month. 

It is not easy for busy mothers to keep 
track of every penny and confine their out- 
lay to the planned items of a budget. But 
many of them have been doing it for years, 
and many more, faced with debts incurred 
during a period of unemployment or cut 
wages for the husband, are willing to try. 
One difficulty for many of them has been 
that they lacked information about handling 
finances. Other concerns, especially insur- 
ance companies, have offered sample budgets, 
but they are sometimes so phrased that the 
housewife is intimidated by their technical 
terms. The little book referred to gives a 
simple outline of the divisions of expense, 
with suggested percentages for different in- 
comes. It wisely emphasizes family health 
and strongly recommends the admission of 
children into the family financial councils. 


PUBLIC UTILITIES NEED NOT 
FEAR PUBLIC OWNERSHIP 


THE public utility companies need have no 
fear of the threat of public ownership, in 
the opinion of Matthew S. Sloan, presi- 
dent of the New York Edison Company. 
“The American people are sensible and fair,” 
he said, at the recent New York Savings 
Bank Association convention. “They may 
not understand the intricacies of utility ac- 
counting and economics,” he continued, “but 
they do understand lowered rates. House- 
hold rates for electricity have been lowered 
until the average home pays less each day for 
the electricity it uses than it does for an ice 
cream soda. The utilities have done a good 
iob,” Mr. Sloan concluded, “and will do a 
better job in the future. They look ahead to 
a future of increasing prosperity which they 
will earn by increased usefulness. Properly 
selected, they will continue to be good in- 
vestments.” 
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Valuation of the Credit Risk 


Importance of Determining the Liquidity of the Corporation at 
Maturity of Loan 


By FLloyp H. MILLER 
Credit Department, Guardian Trust Company, Cleveland, Ohio 


modern industrialized society, 

may be defined as the ability to 
obtain title to goods or services by giving 
a promise to pay money or its equivalent 
on demand or at a specified date in the 
future. 

Every entity which has the power to 
enter into a legal contract has a credit 
worth. The accurate determination of 
this value which constantly changes is 
the primary function of the credit man. 
In order to follow closely the changes in 
the credit value of each individual risk, 
the credit man must be constantly on the 
alert. He must have not only the facts 
as furnished by the customer, but must 
be informed as well concerning the busi- 
ness trends over which the borrower's 
control does not extend. 


(CT noder the primary basis of our 


ABILITY TO PAY AT MATURITY 


The ability of the credit man to paint 
a picture, in the light of available facts 
of the borrower's financial status at the 
maturity date of the credit involved, is 
of vastly greater importance than the 
determination of ability to pay at the 
date of application. This is especially 
true in periods of falling commodity 
prices paralleled by a declining volume 
of business such as has obtained during 
the past year. During the downward 
curve of the business cycle, the three C’s 
of credit, i.e., character, capacity, and 
capital, are all subjected to severe pres- 
sure. Weaknesses often develop in un- 
expected spots. Occasionally one of 
those whose integrity has been unques- 
tioned is required to explain certain 
transactions preceding his bankruptcy. 


Reprinted from Credit Executive. 


In a period of expansion with rising 
prices, mediocre management is often- 
times heralded as high grade due to its 
very mismanagement. Poor managerial 
ability reflects itself prominently in ex- 
cessive inventories. In periods of rapidly 
rising commodity prices the company 
with large inventories through the 
gradual write-up of asset values is able 
to show a larger per cent. of net profit 
than its well-managed competitors. For 
example: a poorlyymanaged company 
carries inventory of $500,000 against 
$200,000 by its efficiently-managed com- 
petitor, volume of business being the 
same. A rise of 20 per cent. in com- 
modity prices would give the former 
mentioned concern an increase in value 
of $100,000 against $40,000 for the 
latter. It naturally follows that in 
periods of falling prices the results will 
be reversed. Credit men should watch 
carefully the fair-weather concern. 


DETERMINING CAPITAL WORTH 


In the determination of the capital 
worth of each individual risk the credit 
man depends largely upon the balance 
sheet with its attached statements. It is 
dangerous to attempt to evaluate the 
capital worth based upon the balance 
sheet only. The credit man should in- 
sist upon a profit and loss statement. 

Let us analyze and compare the bal- 
ance sheets with their respective profit 
and loss statements of the same company 
for the years ended December 31, 1929, 
and December 31, 1930, assuming in 
both cases that we have found the man- 
agement to be honorable and considered 
capable as evidenced by past profitable 
operations. 
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BALANCE SHEETS 
ASSETS 
December 31, 
1930 


December 31, 
1929 
$ 10,000.00 $ 20,000.00 


150,000.00 140,000.00 
200,000.00 190,000.00 


Current 


Receivables 
Inventory .... 





$360,000.00 $350,000.00 


Plant and equip- ° 

ment—Net . $500,000.00 $490;000.00 
Depreciation ...—150,000.00 —160,000.00 
Deferred 20,000.00 20,000.00 





Total 


LIABILITIES 


Current 
Notes payable $ 75,000.00 $ 75,000.00 
Accounts pay- 


assets $880,000.00 $860,000.00 


75,000.00 
10,000.00 


80,000.00 
15,000.00 





+ 
$160,000.00 


$170,000.00 


Mortgage bonds $150,000.00 $140,000.00 





Total 


Net WortTH 
Capital stock . 


$310,000.00 $310,000.00 


$300,000.00 
270,000.00 


$300,000.00 
250,000.00 





Total liabili- 


$880,000.00 $860,000.00 
ProFitT AND Loss STATEMENTS 
December 31, December 31, 
1929 1930 
$900,000.00 $620,000.00 
720,000.00 520,000.00 


Net sales 

Cost of sales ... 
Gross profit $180,000.00 $100,000.00 

Overhead $120,000.00 $120,000.00 


$60,000.00 —$20,000.00 





Net profit. . 


The following ratios are computed: 


Current 2.25 
Sales to receivables 6.00 
Cost of sales to merchandise 3.60 
Sales to current liabilities .. 5.62 
Worth to fixed 

Worth to debt 

Sales to fixed 

Sales to worth 


U 
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Let us interpret the foregoing ratios: 
The current ratios of 2.25 and 2.06, 
indicating that the company had $2.25 
and $2.06 in current assets for each dol- 
lar that it currently owed on the respec- 
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their face indicate a desirable degree of 
liquidity. These ratios, however, repre- 
senting the relationship between the 
totals of certain groups of figures, are 
reliable only in proportion to their re- 
flection of the liquidity of the various 
items which compose the totals of which 
they are an expression. In order to fur- 
ther determine the reliability of the cur- 
rent ratio, let us study the sales to mer- 
chandise ratio and the sales to receivables 
ratio. At December 31, 1929, the sales 
to receivables ratio of 6.00 indicated a 
collection period of 60 days on terms of 
2-10-30 days. In this analysis we are 
ignoring seasonal variation in volume 
which must be considered in a close 
analysis. The ratio of 4.43 at the end 
of 1930 indicated an increase in the col- 
lection period to 81 days. 

The cost of sales to merchandise ratios 
of 3.60 and 2.74, for the years ended as 
aforestated, indicated merchandise on 
hand for 3.3 and 4.4 months’ operations 

Inasmuch as current liabilities are 
normally retired from proceeds secured 
as a result of the turnover of current 
assets, and since the liquidity of the cur- 
rent assets are determined by their re- 
jation to sales volume, it follows that the 
next ratio to review is that of sales to 
current liabilities. This ratio declined dur- 
ing 1930 to 3.64 from 5.62. On the basis 
of this ratio it will require 3.3 months’ 
sales to turn the current liabilities 
once compared with 2.13 months at the 
end of 1929. I consider this one of the 
most important relationships. What bet- 
ter way is there of determining the bor- 
rower’s ability to pay within terms than 
a study of the relationship of the volume 
of business to what is currently owed? 

The sales to receivables and cost of 
sales to inventory ratios of the company 
under review indicate a type of manage- 
ment which is not likely to withdraw 
from current assets greatly in excess of 
that which is produced through sales 
volume. It is reasonable to state then 
that the sales volume of $51,600 per 
month is all the cash that the company 
had monthly during 1930 to apply to 


tive dates, are both satisfactory and on ward the turnover of its current lia- 
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bilities of $170,000. Since purchases 
were on 30-day terms, it is reasonably 
safe to assume that the company found 
it necessary to depend during the year 
upon its creditors for at least $100,000 
in working capital. The statement shows 
that $75,000 was furnished by constant 
borrowing from banks. Worth to debt 
ratios of 1.84 at December 31, 1929, 
against 1.77 at the end of 1930 indicate 
that creditors are heavily interested in 
the business. 

The worth to fixed, sales to. fixed,and 
sales to worth,ratios all reflect either a 
liberal valuation of fixed assets or over- 
expansion in the same direction. 

Before attempting to arrive at any 
definite conclusions, the profit and loss 
statement should be scrutinized. Sales 
for 1930 were $620,000 against $900,000 
for 1929, a decline of 29 per cent. Gross 
profit percentage declined from 20 per 
cent. to 16.1 per cent. Net profit for 


1929 was $60,000 against a loss of $20,- 
000 for 1930. The decline during the 
year from 139.8 to 116.6 in the whole- 


sale commodity price level (Annav-list 
weekly index using 1913 as a base) or 
16.6 per cent. would require, assuming 
that the company under review is rep- 
resentative, the absorption of a loss of 
$32,370 in inventory alone. 

Assuming that the entire decline of 
3.9 per cent. in gross profit was absorbed 
in inventory loss, the company being able 
to reduce other manufacturing costs in 
proportion to sales decline (an almost 
impossible feat), there still would be 
about $8,000 of unabsorbed loss in in- 
ventory from this source alone, to take 
during 1931. To have the same degree 
of liquidity as at the end of 1929, a fur- 
ther reduction in inventory of $45,000 
would be required. A potential loss no 
doubt exists in this figure as well as in 
the receivables account, which should be 
reduced $37,000, to be on a comparable 
basis with the prior year as far as liquid- 
ity is concerned. 

Fixed assets were depreciated 1.54 per 
* cent., a wholly inadequate amount. 

With the foregoing facts in mind it is 
reasonably safe to state that the com- 
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pany has not absorbed in 1930 the losses 
which should have been absorbed. 


RESULTS OF ANALYSIS 


This analysis brings out the following 
facts: 

1. Collections are retarded. 

2. Inventory is required to carry un- 
absorbed losses. 

3. Insufficient depreciation is taken 
on fixed assets. 

4. Current liabilities, due to the ne- 
cessity of carrying the slow accounts and 
frozen inventory, tend to decline less 
rapidly than the funds provided for 
their liquidation. 

5. Profits overstated or losses under- 
stated. 

Based upon the facts available with 
reference to the credit risk under review, 
we are now able to state with reasonable 
accuracy its ability to pay an obligation 
due in 30, 60, 90 or even 120 days from 
statement date. Volume of business is 
likely to remain on its present basis for 
several months. Hence the balance sheet 
is not likely to change radically. There 
will be, no doubt, a further slight de- 
crease in working capital. Any creditor 
who does not expect to be favored over 
other creditors must be prepared to wait 
at least 99 days from invoice date for his 
money. This period is likely to increase 
somewhat unless the management changes 
its policy before improvement can be ex- 
pected. 

In order to place its affairs in liquid 
condition, the subject company must ‘se- 
cure at least $100,000 in funds either 
through liquidation of current assets or 
sale of additional securities. The mort- 
gage on the plant eliminates the possibil- 
ity of selling additional bonds, and stock 
in a company with the set-up of the one 
under review would be difficult to 
market. 

On the basis of the data available 
there seems to be little question with 
reference to the company’s ultimate 
ability to pay its creditors. With the 
feregoing facts in his possession, the 
credit man should be able to determine 
the value of the risk involved. 
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Risks of the Tellers’ Department 


The Function of Receiving Deposits and Precautions Necessary 
to Avoid Unnecessary Losses 


By BENJAMIN L. FIsHBACH 


This is the second of a series of seven articles dealing with the risks involved in the operation 
of the tellers’ department of the commercial bank and showing how these risks may be mini- 
mized by proper methods and safeguards. 


important risks which are involved 

in the operation of the tellers’ de- 
partment and considered the qualifica- 
tions which a successful teller should 
have. We also emphasized the impor- 
tance of the teller’s service as the bank’s 
chief contact point with the public. 
This month we will consider the func- 
tion of receiving deposits. 


[ve month we summarized the more 


COMPOSITION 


A deposit may consist of currency, 
silver, gold and checks. Promissory 
notes are not accepted for deposit. It 
makes no difference whether the notes 
have just matured or are past due, even 
though paper falling into this category 
is payable on demand. On the other 
hand, bond coupons may be accepted for 
deposit. Furthermore, post-dated and 
stale-dated checks may not be accepted. 
All other items referred to in the open- 
ing sentence of this paragraph may be 
accepted for deposit, subject to excep- 
tions and limitations to be noted later. 

The teller’s work begins from the mo- 
ment the first deposit is made. There is 
an element of risk in every item handled 


by him. 
THE DEPOSIT TICKET 


Every deposit made in a bank is evi- 
denced by a deposit ticket. Provision is 
made for listing gold, silver, cash and 
checks. When bond coupons are de- 
posited they may be listed in the check 
column with the exception of Liberty 
Bond coupons, which may be regarded 
as cash. The deposit ticket bears some 


agreement as to collection and credit 
similar to the following: 


“In receiving items for deposit or collec: 
tion the First National Bank acts as de- 
positor’s collecting agent only, but may, in 
its discretion send or cause to be sent items 
direct to drawee banks or through the Fed- 
eral Reserve System or to correspondents all 
of whom shall be deemed depositor’s agents. 
The First National Bank shall not be liable 
for their insolvency, or for payment, sur- 
render or release of items, or for delay or 
loss in transit, or for negligence or default 
of such agents or their collecting agents to 
present, collect, protest or remit proceeds of. 
items. All items credited shall be subject to 
actual receipt of final payment by this bank.” 


Every deposit ticket should be made 
out by the depositor so that if at any 
time a question arises as to a particular 
transaction the bank will be in possession 
of the evidence in the depositor’s own 
handwriting. Before making an entry in 
a passbook the teller must be certain 
that the deposit ticket bears the exact 
title of the account.* Similarity of 
names may cause confusion, and unless 
extreme care is used, the wrong account 
may be credited with a deposit. This 
error may tend to cause difficulties with 
a depositor who may be injured by rea- 
son of a mispost to another account. As 
a matter of fact, to prevent errors some 
banks use a number system for their de- 
posit accounts. In such case the account 
number would have to be placed along- 
side the name on each ticket. 

For purposes of identification and 
proof, every deposit ticket should be 


“ew, H. Kniffin, Commercial Banking, p. 
ye 
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stamped with a teller’s stamp provided 
for the purpose. 


DEPOSITOR’S ASSISTANCE 


To save time and to improve the ser- 
vice it would be well to train the de- 
positors to arrange their bills in proper 
order of demonination, right side up, 
followed by checks in order of listing, 
properly endorsed. Depositors who have 
occasion to deposit numerous checks 
regularly should be trained whenever 
possible to enter the bank number on the 
deposit ticket and in this manner save 
much of the teller’s time. Hence it 
would merely be necessary for him to 
compare the bank number entered on 
the ticket with that of the checks de- 
posited. Otherwise the teller would be 
obliged to take time to make this record. 


THE PASSBOOK 


The depositor receives a passbook into 
which is entered the amount of each de- 
posit as it is made. It acts as a receipt 
although not final. 

The rules contained in a passbook 
generally include: 


1. Deposits are accepted for entry only 
and even though credited to the account are 
subject (if checks) to final payment at the 
point on which drawn, including those 
drawn on branches of the same bank. If 
they are not paid on presentation, the bank 
reserves the right to charge back or cancel 
the credit given. 

2. The bank will not be liable for failure 
of any drawee bank to protest or give notice 
of protest of such items or for those lost in 
transit and reserves the right to charge back 
the customer's account for an item which is 
unpaid whether or not that item itself can 
be returned. 

3. In forwarding items for final collec’ 
tion the bank acts as the depositor’s agent 
using reasonable care in selecting correspon- 
dents and reserves the right to send them to 
drawee banks, all of which shall be deemed 
to be the depositor’s agents. 

4. The bank will not pay checks drawn 
against uncollected deposits, or any checks or 
orders unless presented at the branch where 
the account is maintained. 

5. All strapped or bundled currency and 
wrapped or loose bags of coin will be ac- 
cepted subject to count and verification. 
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When a customer calls with a deposit 
but does not bring along his passbook 
he should make out two tickets, one of 
which is receipted with the teller’s 
stamp, his name and the date. 

The entry in the passbook, or the 
signed duplicate ticket, or the mail 
acknowledgment form represents the de- 
positor’s receipt. It is incumbent upon 
the teller to enter the correct amount on 
the depositor’s receipt. There is no ex- 
cuse for an error of this kind, for it 
would be pure carelessness. However, 
an incorrect amount may be entered 
primarily because of the depositor’s care- 
lessness, as when he adds the column of 
figures on his deposit ticket incorrectly. 
Upon discovery of such a situation a no- 
tice of correction of his deposit should 
be sent to him, together with a request to 
call with his receipt for the purpose of 
correcting that too. When a deposit 
ticket is made out incorrectly the teller 
should request the customer to rewrite 
it. Should he refuse, it is proper to have 
him inital any change that should be 
made. 


MAIL DEPOSITS 


Deposits received through the mail 
should be handled by one particular 


teller. Each item should be entered in 
a mail deposit book showing the com: 
position. The mail teller may make out 
a deposit ticket if the deposit is receive 
without one. He should forward an 
acknowledgment to the customer. If the 
passbook accompanies the deposit, it is 
merely necessary to enter the amount 
therein and to return the book by mail. 

Some banks make it a practice to en 
close a supply of deposit slips and re: 
turn addressed envelopes with the ac’ 
knowledgment or passbook. This is un- 
questionably a good policy. 

Cash received is verified, and when a 
large amount is deposited, a short foot- 
ing by denominations should be made. 
Many banks use a duplicate cash ticket, 
upon which is entered the amount of 
cash received with each deposit. A sep- 
arate ticket is made out for each deposit. 

Silver deposited in standard rolls 
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should be earmarked with the depositor’s 
name for purpose of future identifica- 
tion. 


COUNTERFEIT AND RAISED NOTES 


A teller must know good money from 
bad. No set of rules can be put forth 
to assist a novice to detect counterfeit 
notes. As a rule, however, the engraved 
plates on a counterfeit bill are poor re- 
productions of the genuine. They 
usually have a smudgy appearance and 
are off color. Only experience can teach 
one to detect a counterfeit. 

When a counterfeit is offered for de- 
posit it should immediately be confiscated 
and stamped “counterfeit” conspicuously 
on the face of the note. It should then 
be passed around among the other tell- 
ers so that they may become familiar 
with the particular type of counterfeit. 
After that it should be given to an ofh- 
cer with a record of the customer’s name 
and any other information the teller 
may be able to give concerning its origin. 


All the available information together 
with the note should then be sent to the 
United States Secret Service. Customers 
may sometimes object to the confiscation 


of anote. They may know from whom 
it was received and may desire to return 
it and so avoid a loss. Under no cir- 
cumstances should this action be per- 
mitted. It must be explained that it is 
a misdemeanor knowingly to pass 
counterfeit notes. Some _ depositors 
carry insurance protecting them from 
losses of this nature and because of this 
fact may wish the note returned. A 
return should not be granted. A re- 
ceipt signed by an officer of the bank 
will suffice. On the other hand, if a 
counterfeit is offered by a stranger, it 
would be advisable to hold him for 
questioning by the police. Most often, 
however, the class of crooks following 
this particular profession avoid an at- 
tempt to pass bogus bills at a bank, for 
they know that the experts would de- 
tect them. 

Raised bills are also hard to detect. 
If offered for deposit, they should be 
taken away from the customer and re- 


deemed for the original amount for 
which they were issued. 


EXAMINATION OF CHECKS 


Each check deposited is examined for 
possible irregularities including date, 
filling, alteration, endorsement, and in- 
terest of a third party, if any. In order 
that the bookkeeping department may 
hold uncollected amounts on the ledger, 
the teller places a certain symbol on the 
deposit ticket beside the check. This 
symbol represents the bank number and 
is useful also in tracing checks to their 
origin whenever the occasion may arise. 
City checks are merely marked off by 
bank number. This practice indicates 
to the bookkeeper that the items are to 
be held two or three days as the case 
may be. Out-of-town, otherwise known 
as transit, checks are marked off by bank 
number and, in addition, the number of 
days to be held is recorded alongside and 
encircled—for example, 21—12 (6). 

If the work comes in great volume so 
that the matter of placing bank num- 
bers of checks deposited on the deposit 
tickets would delay the service at the 
windows, tellers should be instructed not 
to record the bank number immediately, 
but they should examine the checks 
merely for possible irregularities, com- 
pare the amounts with those listed on 
the deposit tickets, and hold the checks 
aside until the pressure of the work 
eases. 


VISIBLE THIRD PARTY INTEREST IN 
CHECKS 


“A bank which allows an agent to 
deposit in his personal account checks 
payable to the principal will be liable to 
the principal if the agent fails to ac- 
count for the proceeds of the checks. 
The fact that the agent is authorized to 
make collections for his principal does 
not constitute authority to endorse 
checks payable to the principal.”* 


*Bank Liable Where Agent Deposits 
Principal's Check in Personal Account,’ The 
Banking Law Journal, September, 1930, pp. 
667-70. 
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Landau Grocery Co., vs. Bank of Potosi, 
St. Louis Court of Appeals is referred 
to for details of a case in which this 
principle is expounded. 

This case drives home very forcefully 
the many dangers lurking in the teller’s 
department. As indicated before, every 
check must be examined for possible in- 
terest of a third party. Checks payable 
to the order of an individual as agent, 
attorney, or trustee should not be ac- 
cepted to the credit of an individual’s 
account. Neither should checks payable 
to a trade style be accepted unless evi- 
dence is filed indicating that the person 
desiring credit for the checks offered is 
the sole proprietor. Checks payable to 
a partnership and offered for deposit to 
an individual account, even though the 
individual may be one of the partners, 
should be rejected. Likewise checks 
drawn to the order of a corporation 
should not be accepted for deposit to 
any other account than that of the payee 
even though the person offering them 
may be a 100 per cent. stockholder of 


the payee corporation 


ENDORSEMENTS 


A teller must become familiar with 
various kinds of endorsements and 
know their import. He must see that 
checks are endorsed exactly as drawn 
before accepting them for deposit. 

Endorsements vary as follows:* 


Blank—for example: 
John Smith. 


This kind of endorsement makes an 
instrument payable to bearer. It war- 
rants that the instrument is genuine, 
that the holder has title to it, that prior 
parties had capacity to contract, that it 
was valid at the time it was endorsed, 
that it will be paid when presented, and 
if unpaid that the endorsers will be re- 
sponsible for its payment. 

Special—for example: 


*J. C. Teevan, C. P. A. Law Questions 


and Answers, pp. 58-9: Kniffin, op. cit., pp. 
240-5. 


Pay to the order of 
First National Bank 
John Smith 


This endorsement means that the in- 
strument cannot be negotiated unless 
and until it is endorsed by the person 
or corporation to whom the special en- 
dorsement is made. If such item is lost 
or stolen, it cannot pass on except 
through forgery. In this case the per- 
son making the special endorsement 
would be protected. 


Qualified—for example: 


Without recourse, 


John Smith 


This endorsement means that the in- 
strument is transferred but no liability is 
assumed by the endorser except that it 
is genuine, that he has title to it, that 
prior parties had capacity, that he has 
no knowledge of anything that would 
impair its validity. 

Restrictive—for example: 


Pay to John Jones, Only 
John Smith 


or 


Pay to the First National Bank for 
Collection 


John Smith 
or 


Pay to John Jones in trust for 
Mary Jones, 
John Smith 


This endorsement makes an_ instru 
ment non-negotiable. Only the endorsee 
can receive payment, and he cannot pass 
the instrument on to subsequent parties 
by further endorsements. In effect the 
endorsee becomes an agent of the en 
dorser 

This type of endorsement should not 
be confused with a special endorsement, 
thus 

Pay to John Jones 


nh tm - soe meme a 2 a ome oO: oo aco oe 
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Such endorsement is non-restrictive and 
is of the same force and effect as though 
it had been made to read, 


Pay to John Jones or order 


Qualified—Special—for example: 


Pay to the order of 
John Jones 
without recourse 


John Smith 


This endorsement is self-explanatory. 
Conditional—for example: 


Pay to the order of 
John Jones 
upon delivery of merchandise ordered 


The validity depends upon the execu- 
tion of a contract, and payment cannot 
be made until this obligation is fulfilled. 
Title to the instrument, in other words, 
passes conditionally. 

All endorsements fall into the above 
listed classifications. Sometimes, how- 
ever, checks received through the mail 
and intended for deposit to a customer's 
account actually do not bear any en- 
dorsement. In such case, it is proper for 
the teller to endorse them “for deposit 
to the credit of (the customer) .” While 
the actual endorsement is missing, the 
bank in effect guarantees it. 


ADVERSE CLAIMS TO BANK DEPOSITS 


When a demand deposit is made, the 
bank becomes a debtor of the depositor 
and must make payments at his direc- 
tion. If a third party has an interest in 
those funds and there is nothing on the 
face of any of the instruments deposited 
to indicate that this is so, it is not the 
duty of the bank to determine the 
validity of the claim. If it should at- 
tempt to do so, it might be placed in a 
precarious position. On the one hand, 
if the funds deposited are arbitrarily tied 
up by the bank, it would be liable to the 
depositor for damages should any checks 
issued by him be dishonored. On the 
other hand, if the claim is justified, the 
bank might be liable to the third party 
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claimant for not retaining the funds for 
his benefit. In view of this situation the 
American Bankers Association recom- 
mended the adoption of a certain statute 
which was recently enacted in New 
York and in thirteen other states. In 
New York it is known as Section 149b 
of the Banking Law and reads as fol- 
lows: 


“Notice to any bank or trust company 
doing business in this state of an adverse 
claim to a deposit standing on its books to 
the credit of any person shall not be effectual 
to cause said bank to recognize said adverse 
claimant unless said adverse claimant shall 
also either procure a restraining order, in- 
junction or other appropriate process against 
said bank from a court of competent juris- 
diction in a cause therein instituted by him 
wherein the person to whose credit the de- 
posit stands is made a party and served 
with summons, or shall execute to said bank, 
in form and with sureties acceptable to it a 
bond, indemnifying said bank from any and 
all liability, loss, damage, costs, and expenses, 
for and on account of the payment of such 
adverse claim or the dishonor of the check 
or other order of the person to whose credit 
the deposit stands in the books of said bank, 
provided, that this section shall not apply in 
any instance where the person to whose 
credit the deposit stands is a fiduciary for 
such adverse claimant, and the facts con- 
stituting such relationship, as also the facts 
showing reasonable cause of belief on the 
part of the said claimant that the said 
fiduciary is about to misappropriate said de- 
posit, are made to appear by the affidavit of 
such claimant.” 


RAISED 


The 


AND ALTERED CHECKS 


teller must guard carefully 
against accepting raised or altered 
checks. If a bank pays such a check, it 
is responsible to the customer for the 
excess amount paid, except where the 
customer drew the check in such a care- 
less manner as to invite alteration. How- 
ever, there are cases on record where 
checks have been raised by obliterating 
the original amount with the use of 
some acid or other chemical, and courts 
have held that the bank “is responsible 
to the customer, the customer not being 
bound to safeguard his check against 
every possible alteration."* To guard 


*T. B. Paton, Jr., Paton’s Digest, Vol. I, 
p. 313. 
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against alteration banks have adopted 
the use of various kinds of safety paper, 
which resists the successful use of 
chemicals designed by the check raiser to 
alter the figures and writing. This 
paper changes color when a chemical is 
applied to it. In that manner, it is evi- 
dent that an alteration can be noticed 
very easily. Another safety device 
adopted by many depositors is the pro- 
tectograph, a check writing machine 
which perforates the amount on the 
face of the check. It has been held, 
however, that a customer is not bound 
to use such a device. When a check is 
altered under these circumstances, the 
customer cannot be held because of his 
negligence in not seeking every possible 
protection. 

Customers sometimes draw checks in 
lead pencil. While this is legal, such 
practice should be discouraged because 
alteration is facilitated. 

To quote Thomas B. Paton’s opinion 
on the question as to whether the bank 
would be liable for the payment of a 


raised check drawn in lead pencil: 


i 


: A bank which pays an altered 
check cannot charge the raised amount to the 
depositor, in the absence of negligence on 
his part, but can recover the excess from 
the person receiving the money. It has 
never yet been held that the fact that the 
depositor draws his check in lead pencil is 
such a careless act as to make him responsible 
for the loss where it has been altered and 
then paid by the bank.” 


POST’-DATED AND STALE*-DATED CHECKS 


A post-dated or stale-dated check 
should never be accepted by a teller. 
Insofar as stale-dated checks are con- 
cerned, there are various reasons why 
banks make it a practice not to honor 
them. In the first place, payment may 
have been stopped, and banks generally 
hold stop payment orders in the active 
file for a period of only three months 
and then discard them. In the second 
place, there may be something wrong 
when a check is presented several months 
after its issuance. It may have been 
lost or stolen, and the holder may not 
have title to it. A check is usually con- 


sidered stale if it is presented three 
months after its date. 

When an undated check is presented 
shall the teller regard it as stale? Ip 
such cases the practice is to presume the 
date of issuance to be that of its pre- 
sentation, and the date may be filled in 
with impunity.* 

A payee may sometimes sell merchan- 
dise for “cash” and accept in payment 
a check dated one day ahead only to find 
on presentation that it is no good. Such 
a person may call on the manager of his 
bank to ascertain his rights in the mat- 
ter. An interesting decision is found 
in People vs. Mazeloff, 242 N. Y. Supp. 
623, quoted in part:} 

“It will be seen that section 129a does not 
recite postdated checks among the prohibited 
items. 


“ 


Fraud cannot be predicated upon 
non-performance of a future promise, and a 
postdated check is a mere promise to dis 
charge a present obligation at a future date. 
We think the legislative mandate does net 
make manifest an intent to include. a.. post- 
dated check among the prohibited instruments 
described in the section, and that the implica- 
tion of giving a postdated check is that the 
maker has not presently funds on deposit 
rather than that he has. 


CARE OF MONEY—SAFEGUARDS 


A teller, being the custodian of the 
bank’s cash must use every known safe’ 
guard to protect it. He should never 
leave any part of the bank’s funds on 
the counter exposed to the view of cus 
tomers. His cash box should be con 
cealed and not left on the counter. 

The cage door must be locked at all 
times, and when the teller goes out of 
his cage for any length of time, he 
should place a padlock upon it. Should 
he leave his cage under any circum: 
stances, his cash drawers should be 
locked. It is important for the teller to 
return to his cage after the money is 
placed in the vault at the end of the day 
in order to be certain that no funds have 
been left in the drawers. 


*G. G. Munn, The Paying Teller’s De 
partment, p. 44. 

+"Giving Postdated Check Not a Viola 
tion of Bad Check Law,” The Banking Law 
Journal, October, 1930, p. 805. 
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Each cash drawer is divided into com- 
partments—one compartment for each 
denomination of bills. As often as pos- 
sible during the day, the teller should 
endeavor to strap some of his accumu- 
lated currency. 


STANDARD PACKAGES 


The usual or standard packages con- 
sist of the following: 


Number of Bills Denomination 


Silver is usually made up in rolls and 
placed in cans as follows: 


Denomination 
Pennies 


Nickels 
Dimes 
Quarters’ 
Halves 


Anount of Rolls 


10.00 
EXAMINATION OF CASH 


When the teller arrives in the morning 
and extracts his money from the vault, 
he should check his packaged money 
and silver and recount his odd pack- 
age. An odd package consists of 
denominations of bills which could not 
be placed in packages because of lack of 
a sufficient number for each package. 

No one should be permitted to enter 
a teller’s cage except a duly qualified 
examiner. While his cash is being 
counted, the teller should keep the ex- 
aminer under close surveillance all the 
time. After the examiner is finished, 
the teller should check his packaged 
money and recount his odd cash. 


STORAGE OF CASH 


When a teller commences his employ- 
ment in a bank, he should be given a 
compartment in the vault for the storage 
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of cash. He should immediately change 
the combination and record it on two 
sheets of paper and place in envelopes. 
A seal is to be put on the flap of each 
envelope. One copy is to go to the 
officer in charge and the other copy to 
the cashier of the bank. 

Keys for the cage, padlock, and cash 
drawers should be kept by the teller, 
and duplicates should be held by an 
ofhcer of the bank. 

All reserve cash should be turned 
over to the head teller against a receipted 
inter-departmental ticket. The head 
teller should have joint control of a safe 
in the vault with the chief clerk, or 
assistant manager. Such safes should 
be provided with a double combination, 
and when this is not the case, a steel 
plate with a lock should be placed on 
the combination. The key to this lock 
should be kept by either party so that 
one cannot have. access without the 
other. A duplicate key should be placed 
in custody of an officer. 


SHIPMENT OF CASH 


As often as may be necessary in the 
discretion of the management, shipments 
of cash should be made as_ provided 
either to a designated depository or to 
the Federal Reserve Bank. Armored 
car or express service is usually em- 
ployed for this purpose. 

Bills are shipped in bundles consisting 
of standard packages of currency. Each 
package should be dated and initialed 
by the teller and counter-initialed by 
the head teller, chief clerk or assistant 
manager, preparing the shipment. 

Each bundle should also be double 
initialed so that two people will be re- 
quired ‘to prepare the physical ship- 
ments of currency. Each standard 
bundle consists of 1000 bills of any one 
denomination, and in each shipment may 
be placed one odd bundle consisting of 
packaged bills of various denominations 
as well as one bundle of mutilated bills. 

The money is then placed in a bag 
together with two deposit tickets item- 
ized, and the bag is sealed with a lead 
seal. A tag is then attached, upon 
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which is written the name of the shipper, 
the consignee, the date, the amount, and 
the initials of the persons preparing the 
shipment. 

All this should be done outside the 
view of the public so as not to invite 
hold-ups. When the consignment is 
shipped by armored service, the signa- 
ture of the person calling for the money 
should be compared with the signature 
cards provided by the trucking company. 

Gold and silver is shipped similarly, 
except that each denomination goes into 
a separate bag. 

Standard bags of silver contain the 
following: 


ee $ 50 

Nickels 

Dimes or $1000 
Quarters or 1000 
Halves or 1000 


VAULT CONTROL 


The head teller should maintain a 
simple journal record of the amount and 
denomination of silver, gold, and cur- 
rency in his safe, and he should make 
a physical check daily so as to safe- 
guard against mistakes. 

The one charged with the duty of 
locking the vault at night should see to 
it that the teller’s combinations to their 
safes are thrown. A control should be 
kept of the time the vault was opened 
and locked, by whom, the witnesses, the 
time each teller withdrew his cash from 
the vault, and the time he placed it back 
again. This record should bear the 
signature of each one who may be in- 
volved. 


HANDLING THE OVERTIME 
PROBLEM 


A RECENT bulletin of the Mortgage 


Bankers Association of America, 

sent to its members, comments as 
follows on the question of office over- 
time, a subject which is also of interest 
to bank managers: 


A business man said the other dav: “There 
should be no overtime problem. The office 
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that has to work overtime is not effici 
organized or directed.” 

We believe there is room for argument on 
that point. A busjness firm that is taking ad. 
vantage of its opportunities must, to gain cer- 
tain objectives make “forced marches” on oc. 
casion, just as an army has to do. It is well 
enough to say “get in some extra help” but 
the time invariably comes when an extra 
volume can only be handled by overtime 
service of those familiar with the work at 
hand. 

It is sometimes difficult to maintain between 
the firm and its employes a mutual feeling 
that justice has prevailed, i. e., that neither 
party to the “overtime transaction” has prof- 
ited at the expense of the other. 

A somewhat unusual plan is followed by 
one of our member companies applicable to 
all workers except company officers. Their 
hours are 8 a. m. to 5 p. m. with one hour 
for lunch except on Saturday when the clos- 
ing time is 2.30. 

The firm deducts for absences exceeding 
one-half hour in all cases except for two 
weeks’ annual vacation and six holidays which 
are Christmas, New Years, Memorial Day, 
Independence Day, Labor Day and Thanks: 
giving. 

The firm pays for overtime in all cases 
where such overtime exceeds one-half hour. 
It is understood, of course, that such over’ 
time can be performed only by order of an 
officer of the company or with his knowledge 
and consent. This latter provision eliminates 
the tendency that sometimes exists on the part 
of an employe to “find” overtime work for 
the sake of extra earnings. 

Some might obiect to this idea as putting 
the office too much on a “cold blooded fac 
tory basis." Others might see in the plan a 
simple, effective method of “clearing the ac: 
counts” as of each pay day with no “hold- 
overs” of dissatisfaction on the part of either 
employer or employe. 

What do you think of this method? What 


plan do you follow and how does it work? 
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The Paying Teller’s 
Department 
By GLENN G. MUNN 


A complete treatise on the organiza- 
tion and operation of this important 
department in a modern bank. 


Price, $1.00 


Bankers Publishing Co. 


71 Murray Street 
New York 





Money 


that talks 


in every tongue 


Speaking for the prestige of your de- 
positors—protecting their funds against 
theft or loss—surprising them with a 
spendability that is world-wide, Amer- 
ican Express Travelers Cheques truly 
represent travel “money” that talks in 


every tongue. 


Practically wherever your clients may 
travel, there are few more cheering 
sights than the uniformed representative 
who is the living symbol of the Helpful 


Hand of American Express Service. He 


and many others are stationed in dis- 
tant lands to aid travelers who carry 
American Express Travelers Cheques. 


Perhaps it is a rickshaw problem? Visit- 
ing the pyramids . . . steamship, hotel 
and rail reservations, passport problems 

whatever it may be, he is ready 
to aid in making travel easy and com- 
fortable. This valuable personal service 
is automatically assured to your patrons 
on their trips abroad, the moment you 
sell them the small and convenient 


American Express Travelers Cheques. 


| accepted the world over 


ERICAN EXPRESS 
Travelers cheques 


Steamship tickets, hotel reservations, itineraries, cruises 


and 


tours planned and booked to any part of 


the world by the American Express Travel Service. 
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the First Wisconsin is first in 


Our facilities 
for service 
are complete. 
The officers in 
charge of our Banks and 
Bankers Division give their 
undivided personal attention 


to the problems of our cor- 


() —_ 


respondents...Extensive 
experience has given 
us a sound understand- 
ing of banks in every 
section of | Wisconsin. (More 
than two-thirds of all the 
banks in Wisconsin are First 


Wisconsin correspondents.) 


FIRST WISCONSIN 
NATIONAL BANK 


OF MILWAUKEE 


UNIT OF WISCONSIN BANKSHARES GROUP 
Combined Resources over $300,000,000. 





Denver Adopts the Service Charge 


How the Banks in This City Adopted a Uniform Charge in 
Spite of Newspaper Opposition 


By MILLARD MILBURN RICE 


nothing on the service charge. It 

insists on thrusting its frowning 
visage into the banking picture with 
annoying regularity. Indeed, to be 
more exact, it never seems quite to get 
out of the picture. It is a hardy and 
aged perennial. 

This condition makes any city’s pre- 
vious experiences with the service 
charge mightily interesting; and when a 
new banking group joins the ranks of 
those imposing the charge, it is always 
interesting to know how they arrived at 
their conclusions; what their cost studies 
disclosed as regards the accounts which 
are either profitable or unprofitable; 
what the public response was to the an- 
nouncement of the charges; and a host 
of other matters. 

Probably the last sizable city to join 
the service charge ranks is Denver, 
Colorado, where the charge became 
effective in all clearing house banks on 
July 1, 1931. Denver's experiences, 
therefore, are of considerable interest in 
this connection. They are, in fact, of 
particular interest because the present 
schedule of service charges—which 
Denver bankers refer to as a “metered 
charge”—was the result of a process of 
evolution covering a period of nearly 
eight years; and was not a sudden im- 
position. Another point of particular 
interest in this case is that the findings, 
and the final charges imposed, are 
identical with those of another city 
which has recently adopted the service 
charge, though the investigations were 
conducted entirely independently, and 
the schedule of charges fixed without 
knowledge on the part of either as to 
what the other was doing. 

Effective January 1, 1924, the clear- 
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ing house banks of Denver adopted a 


B msg well-known ghost had 


rule imposing a monthly charge of fifty 
cents on all accounts whose balances 
averaged less than $100. The cost 
studies carried on at that time made no 
attempt at being exhaustive, though the 
facts were disclosed that a very definite 
loss was being sustained on these small 
accounts; and it was discovered that 
while the general opinion before the cost 
studies were made had been that these 
small accounts of less than $100 average 
monthly balance would at least average 
$50, that this opinion was erroneous 
and the average was less than $50. The 
effect of this charge has never been 
plotted exactly, but it is known that it 
caused many small accounts to remain 
above the $100 minimum in order to 
escape the payment of the fifty-cent 
monthly charge. It was helpful to that 
extent. 


OBJECTIONS TO FLAT CHARGE 


But certain objections were raised to 
this flat charge on the ground that it 
did not in any way take into considera- 
tion the type of accounts: whether very 
active or comparatively inactive. It im- 
posed the same charge on both types. 
Without making complete studies of all 
accounts, some Denver bankers dis- 
covered that many of the smallest ac- 
counts were comparatively the most 
active. For instance, an account with 
an average monthly balance of, say, $40 
might issue thirty checks per month; 
while one with an average balance of, 
say, $80 might issue eight checks in the 
same period. The feeling was that 
charges ought to take this difference 
into consideration so that the very active 
account—particularly if the balance 
were very small—should pay its way in 
proportion to its activity. 
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Out of that feeling grew the next step 
of the evolution toward the present 
service charges made effective in Denver 
in July, 1931. That step was the volun- 
tary adoption, at first by only one of the 
larger banks, of a rule permitting one 
check per month for. each ten dollars 
of average monthly balance; and impos- 
ing a charge of four cents for each 
check issued above that. Thus, the ac- 
count with the average monthly balance 
of $40 was entitled to issue four checks 
per month without charge. If, as in the 
instance noted above, it issued thirty 
checks in all, then a charge of four cents 
each for the additional twenty-six checks 
was imposed, in addition, of course, to 
the flat charge of fifty cents per month 
imposed upon all accounts of less than 
$100. The monthly charge on that ac- 
count, therefore, was $1.54. The less 
active $80 account, issuing eight checks 
per month, paid no additional charge for 
the checks; only the fifty-cent charge was 
imposed on this account. 

This arrangement seemed so equitable 
to Denver bankers, and so generally 
satisfactory in its results, that one by 
one the clearing house banks adopted 
this rule voluntarily, until it was in uni- 
versal practice in Denver. It had the 
desirable effect of placing the burden on 
the account which should bear it. It 
was “metered” to place the burden 
where it belonged. 

But with rising overhead costs in the 
form of increases in salary account; 
heavier taxes, etc.; together with falling 
interest rates on prime investments, it 
became quite evident that losses were 
being taken on accounts above $100 
average balance, but upon which no 
service charge was assessed. More ex- 
tensive studies of the costs of handling 
accounts were accordingly begun. For 
the most part these studies were in line 
with the usual procedure employed in 
making such studies, but they are never- 
theless of sufficient interest to be out- 
lined briefly. 

The first step was that of finding the 
cost of handling the checking accounts 
of the banks. No definite standard was 
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adopted for this, but each bank followed 
the procedure which seemed best to fit 
its own special needs. In general, how- 
ever, it became a matter of allocating 
first the proper share of overhead to this 
department of the bank. This overhead 
was composed of such items as: 


1. Supervision—which was made up 
of the proper share of officers’ salaries 
applicable to the commercial department 
of the bank. 

2. Heat, light, taxes, janitor service. 

To this overhead was added the 
proper proportion of direct costs such as: 

1. Salaries of bookkeepers handling 
checking accounts. 

2. Salaries of tellers, both paying and 
receiving, handling these accounts. 

3. Cost of bookkeeping machines in 
use in this department, together with in- 
terest on investment therein. 

4. Cost of printing, filing, and dis 
tributing monthly statements. 

5. Cost of stationery, both for ledgers 
and statements. 

6. Postage necessary to mail state- 
ments to those unable to call for them 
each month. 

7. Cost of clearing and collecting 
checks. 

8. Such other items in each bank as 
might, by the particular organization of 
that bank, be applicable to the cost of 
handling the checking accounts. 


These costs were found for a given 
period. The number of checks and de- 
posits handled for the same period was 
ascertained, and thus the cost of han- 
dling each check was obtained. This cost 
varied for each bank, and since the 
respective banks were inclined to fee 
that their per-check cost might be con- 
sidered as a measure of efficiency, they 
preferred not to disclose what their in- 
dividual per-check costs were. However, 
the studies were carried out to the end 
individually, so that the variations in 
each bank made no difference in the final 
conclusions. 

The next step was to divide the ac: 
counts of the bank into groups as fol- 
lows: 
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(a) Accounts having an average bal- 
ance of less than $100; 

(b) Accounts having an average bal- 
ance of $100 or more, but less than 
$200; 

(c) Accounts having an average bal- 
ance of $200 or more, but less than 
$300. 

Studies were then made for the ac- 
counts in each of these three brackets 
by counting the number of transactions 
in each group and multiplying by the 
peritem cost established for the whole 
commercial department as noted above. 
Offset against this cost was the earn- 
ings on deposits for each group, minus 
required reserve, float, etc. The differ- 
ence, instead of showing a profit, showed 
a loss for each of the three groups, 
diminishing, of course, as the size of the 
accounts increased. The approximate 
monthly losses on each account in the 
three groups was, respectively, $1.00, 
75¢, and 50¢; and the banks were agreed 
that these amounts assessed as a service 
charge against the average account in 


the three brackets, respectively, would 


stop their losses. This term, “stop-loss” 
charge, which is used by some bankers, 
is thought to express the real purpose of 
the charge more clearly than the term 
more often used, namely, “service 
charge.” The contention in Denver, at 
least, is that no profit is made on the 
accounts in these brackets even with the 
charges imposed. 


INTERESTING FACTS REVEALED 


The cost studies of the accounts in 
the three groups further disclosed gen- 
eral facts of considerable interest. It 
was discovered that in a typical bank, 
for instance, 65 per cent. of the accounts 
had average balances of less than $300. 
These accounts represented only 8 
per cent. of the total deposits, however; 
but they issued approximately 50 per 
cent. of all the checks drawn on the 
bank. It was further found that in the 
same bank 31Y per cent. of all accounts 
had balances averaging less than $100, 
this 314 per cent. of accounts by num- 
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ber aggregating only 1.7 per cent. of 
the total deposits, however. 

To the flat charges of $1.00, 75¢ and 
50¢ respectively assessed against the 
accounts in the three groups, Denver 
bankers felt that in view of their very 
satisfactory experiences with the 
“metered charges” over a period of 
years, these should be added so that 
unduly active accounts should be made 
to bear their share of the costs. Ac- 
cordingly, with their statements for 
May, 1931, notices were sent to all de- 
positors containing these provisions and 
reading, in full, as follows: 


To Our Deposirors: 

The benefits of a bank account, with the 
accompanying privilege of the use of checks, 
has become so widely recognized that there 
are few persons who do not have a banking 
relationship. The banks of Denver have al- 
ways considered it one of their important 
functions to extend checking account service 
to the largest practical number of people and 
at the same time to facilitate the collection 
of items for their customers, both within and 
outside of their own territory. These services 
have resulted in an enormous increase in the 
number of small accounts and in the number 
of checks drawn and deposited, in which 
accounts the balances are not large enough 
to provide sufficient earnings to meet the 
bookkeeping and other expenses incident 
thereto. The consequence has been a pro- 
gressive increase in the losses which the 
banks have had to absorb out of earnings 
from other classes of business. 

A careful analysis (confirmed by the con- 
clusions and practices of the banks in all 
cities of the size of Denver as well as in 
mest smaller cities) has disclosed that check- 
ing accounts having average balances of less 
than $300 can not be handled without a 
loss; it was also disclosed that some accounts 
with balances in excess of $300 caused a loss 
because of an exceptional amount of service 
required. It has therefore become necessary 
to enlarge the scope of the rules relating to 
service charges which have been observed for 
several years and to amend those rules to 
include all accounts under $300 and those 
accounts in excess of $300 in which the 
number of checks issued exceeds the number 
which the balances justify. Therefore, be- 
ginning July 1, 1931, the member banks of 
The Denver Clearing House Association and 
the banks clearing through members, will 
make charges according to the following 
schedule, to-wit: 

On accounts having an average balance of 
less than $100, a service charge of $1.00 per 
month, which shall entitle the depositor to 
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issue ten checks without additional charge; 

On accounts having an average balance of 
$100 or more, but less than $200, a service 
charge of 75¢ per month, which shall entitle 
the depositor to issue one check for each $10 
of average balance without additional :charge; 

On accounts having an average balance of 
$200 or more but less than $300, a service 
charge of 50¢ per month, which shall entitle 
the depositor to issue one check for each $10 
of average balance without additional charge. 

For each check paid during the month in 
excess of the number allowed, an additional 
charge of four cents will be made. 

Accounts having an average balance of 
$300 or more, but less than $1000, shall en- 
title the depositor to one check for each $10 
of average balance, but for each check paid 
during the month in excess thereof a charge 
of four cents will be made. 

Accounts having an average balance of 
$1000 or more will be analyzed according to 
the formula adopted by the Association. 

It should be borne in mind that all Denver 
banks desire to encourage and extend their 
patronage in small accounts as well as in 
large accounts and that customers may them- 
selves avoid all charges of this nature by 
increasing their balances. 


By order of: 
THE Denver CLEARING House AssociATION. 


There was comparatively little re- 
sponse direct from customers. However, 


the contemplated charges had been 
known for some time, and as the time 
for their adoption advanced, the news- 
papers of Denver began a campaign 
against them. The banks of Denver 
were accused of attempting to throttle 
the small account at a time when all 
business conditions were much dis- 
turbed and when the small account 
needed most encouragement. It was 
argued that if many accounts were 
closed as a result of the service charge, 
the clerical forces of the banks would 
be reduced at a time when unemploy- 
ment was already a serious factor not 
only locally but nationally. Under this 
pressure, two associate members of the 
Denver Clearing House Association 
withdrew their memberships and an- 
nounced that they would not impose 
charges on accounts in the higher 
brackets. They felt that the particular 
class of business to which they catered, 
as well as their special locations and 
problems, made it unwise and unneces- 
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sary for them to adopt the schedule of 
charges in their entirety. 


NEWSPAPER OPPOSITION 


On July Ist one of the Denver papers 
announced that the lobbies of the banks 
were crowded with people withdrawing 
their accounts in protest against the 
service charges. It was a fact that the 
lobbies were crowded, but Denver 
bankers denied that they were any more 
crowded than they ever had been on 
the first of any other month. There 
were always great numbers of people 
crowding the lobbies, getting their state- 
ments; making necessary first-of-the- 
month withdrawals and deposits; and 
attending to the usual rush of business 
attendant upon the first of any month, 
and July in particular. This newspaper, 
a day or two later, upon publication of 
the June statements called by the Comp- 
troller, noting that there had been a 
shrinkage of about $7,000,000 in de- 
posits since the last published statement 
in March, declared that this shrinkage 
represented withdrawals made in protest 
against the imposition of service charges. 
The banks made no public reply to this 
argument, but they pointed out to all 
interested persons that this shrinkage 
was entirely normal, being a yearly 
matter seasonal between the March and 
June statements, and reflecting the 
peculiar conditions existing in their com- 
munity. The figure of $7,000,000 was 
about average over a period of years. 

As a matter of fact a considerable 
number of checking accounts were closed 
in the bracket of accounts below $100. 
and subject to the charge of $1.00 pet 
month. Many of these accounts were 
transferred to the savings departments, 
however, and were not lost to the banks. 
Rather, as some bankers felt, they were 
merely being shifted into the depart: 
ment where they best fitted the con 
veniences of both customers and banks, 
anyway. 

Two months before the service 
charges were made effective in Denver, 
the banks of Minneapolis had instituted 
service charges becoming effective May 
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1, 1931. The interesting fact in this 
connection is that these charges were 
identical except for the “metered 
charges” in use in Denver. The studies 
in the two cities were made indepen- 
dently, and while certain individual 
bankers in Denver may have known of 
the work being done in Minneapolis, 
the Minneapolis plan as such was not 
in any way used as a pattern for the 
plan being worked out in Denver. 
While Minneapolis exceeds Denver in 
population by approximately 175,000, 
yet the two cities have many common 
banking problems since each is located 
in the midst of a large agricultural area. 
Therefore, the fact of their arriving in- 
dependently at substantially the same 
service charges for accounts is strong 
argument for the fairness of the charges 
adopted by the two cities. The Minne: 
apolis charges for the accounts in the 
three brackets differ only in that the 
number of checks permitted any account 
is not varied in relation to the balance 
of that account. In that city all checks 
above the number of twenty-five issued 
in any one month by an account are 
charged for at the four-cent rate. 

In arriving at their charges, and in 
finally deciding upon their imposition, 
the Denver banks weighed all of the 
stock arguments against the service 
charge. Chief among these, probably, is 
the one to the effect that “little accounts 
grow big”; that little accounts must not 
be driven out for the sake of the pros- 
pect of this growth. While the Denver 
people made no studies of accounts over 
a period of years which would show 
what proportion of small accounts actu- 
ally pulled out of the unprofitable class, 
they were inclined to feel that the num- 
ber was not only quite small, but that 
most small depositors would not be par- 
ticularly bitter in feeling anyway as 
they understood more clearly the posi- 
tion of the banks and realized that the 


charges imposed did not represent a 
profit to the banks, but merely permitted 
them to carry these small accounts with- 
out a loss. The Denver banks also 
analyzed their peculiar position as being 
a banking center for a large agricultural 
area wherein small accounts might be 
expected to be somewhat more numerous 
than in a metropolitan area. In this 
connection, also, they relied upon the 
sense of fairness of their small deposi- 
tors as they came to understand the stop- 
loss charge better. There have been no 
noticeable reductions in bank staffs fol- 
lowing the closing of the small accounts 
which have been lost, and none is con- 
templated: which is the best answer to 
that particular argument against the 
action taken. 

The banks of Denver have not pub- 
licly, by paid advertisement or other. 
wise, undertaken to defend their position 
against the criticism of the newspapers. 
To do that, they felt, would merely add 
fuel to the fire and keep the subject alive 
long after it would normally burn itself 
out for lack of fuel. That this policy 
was sound was shown by the fact that 
within less than a month after the 
charges became effective all public 
agitation against them had ceased. 

Taken as a whole the banks and 
bankers of Denver are very well pleased 
with the results of the charges thus far, 
and the attitude of their small depositors 
toward them. They do not feel, of 
course, that their plan in any way rep- 
resents the ultimate either for them- 
selves or for any other city. They are 
ready at any time to modify it to suit 
new conditions as they may arise, pro- 
vided, of course, that the new conditions 
are not merely transitory; and they 
prefer their ultimate plan to be a result 
of gradual evolution. That, they believe, 
is the only way in which such a prob- 
lem can be completely solved, anyway. 





CONDENSED STATEMENT OF CONDITION 
September 29, 1931 


Che 
Cleveland 
Crust Company 


ASSETS 


Cash on Hand and in Banks . . . $ 19,072,704.94 
Due from Federal Reserve Bank . . 11,002,141.16 
United States Government Bonds and 

eee a ‘ 26,016,725.14 
State and Municipal Bonds and Other 

Bonds and Investments, including 

Stock in Federal Reserve Bank. . 28,221,125.15 
Loans, Discounts and Advances . . 205,140,080.78 
Banking Houses and Lots and Other 

Real Estate .... ‘ss & 8,144,907.38 
Interest and Earnings Amman and 

Other Resources . . ..... 2,701,108.55 


Customers’ Liability on Letters of 
Credit and Acceptances Executed 
by this Bank . ° ° . . 2 _ = 2,936,621.35 


Total .... . . . $303,235,414.45 


LIABILITIES 

Capital Stock . . ... ‘ $ 13,800,000.00 
Surplus and Undivided Profits ‘ 13,457,587.71 
Reserve for Taxes, Interest, etc. . 2,401,250.82 
Dividend Payable October 1, 1931 414,000.00 
Bills Payable and Rediscounts . NONE 
ne ea ee ee 
Other Liabilities... . ° . 683,288.27 
Letters of Credit and Aecmnane 

Executed for Customers ... . 2,936,621.35 


Total .... . . . $303,235,414.45 


Member Federal Reserve System 
Member Cleveland Clearing House Association 
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Banking and Commercial Law 


A Monthly Review of Important Decisions of Current Interest 
Handed Down by State and Federal Courts 


By JoHN Epson Braby 
Of the New York Bar 


LIABILITY FOR MONEY LOST BY 
BANK’S MESSENGER 


People’s National Bank v. Citizens’ Sav- 
ings Bank, Court of Appeals 
of Kentucky, 38 S. W. 
Rep. (2d) 959 


N settling a clearance balance be- 
l tween two banks, where the debtor 

bank delivers cash to the porter of 
the creditor bank, for transmission to the 
latter, the debtor bank makes the porter 
its agent; if the porter loses the money 
on the way to his bank the debtor bank 
must stand the loss. 

In this case the plaintiff, People’s 
Bank, sued the defendant, Citizens’ 
Bank, for $243.57, representing a bal- 
ance in the plaintiff's favor in the clear- 
ing between them on February 11, 1930. 
The defense was that the amount had 
been paid to the plaintiff's porter who 
was authorized to receive the same. The 
porter, it seems, while making a call on 
another bank on the way home, left the 
envelope containing the money on a 
table temporarily and the envelope dis- 
appeared. The court held that, under 
the circumstances, the porter was acting 
as the defendant’s agent and that his 
loss of the money was the defendant’s 
responsibility. A judgment in favor of 
the defendant given in the lower court 
was, therefore, reversed. 

The evidence showed that it was the 
practice of the two banks to exchange 
daily the checks drawn upon the other 
and honored by them, respectively. Dur- 
ing the day the difference in the clear- 
ings was paid to the bank in whose favor 
the balance was found to be. This 
was usually done by delivering through 
its own messenger at the other bank the 
cash or a check for the amount. On a 


few occasions the Citizens’ Bank had 
sent the balance by Jim Jordan, the col- 
ored porter and messenger of the Peo- 
ple’s National Bank, who happened to 
be convenient. If the amount was about 
or above $100, a check was given him, 
and, if less, the money was sent. 

During the afternoon of February 11, 
1930, Jordan returned two dishonored 
checks aggregating $8.35 to the Citizens’ 
Savings Bank for redemption. Cash 
for this sum and the day’s clearing bal- 
ance in favor of the People’s National 
Bank ($243.57) was put in an envelope, 
with the amount and the name of the 
People’s National Bank written on it, 
and given to Jordan to be taken back to 
his bank. On the way Jordan lost the 
money, he says, by leaving it on a table 
in another bank where he had stopped. 

It does not appear that the People’s 
Bank ever authorized the delivery of the 
daily balance to its porter, but it raised 
no objection to the practice, except per- 
haps a year or more before this incident, 
when Jordan had misplaced for a short 
time a check delivered to him, the 
cashier of the People’s National Bank 
suggested to the cashier of the other in- 
stitution that it was not very wise to 
send the checks by Jordan, 

The appellee relied upon a custom of 
using the appellant’s messenger in trans- 
mitting the daily balances as evidence of 
his authority to receive them. Unless 
he had that authority he was on this 
occasion the agent of the appellee. The 
burden, of course, rests on the one as- 
serting the relation and extent of agency. 
Dodds v. Maryland Casualty Co., 166 
Ky. 70, 178 S. W. 1134. Agency and 
scope of authority, actual or apparent, 
may be established by circumstances and 
practices. Seaboard Oil v. Huntsman, 
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CHECKS THAT COMMAND RESPECT 
. .. Stand out in the day's run of financial 
transactions . . . bear the distinctive wavy 
lines of La Monte National Safety Paper. 


You can give your checks this added 
distinction . . . this safety, crispness and 
durability by specifying La Monte on your 
next order. 

George la Monte & Son, 61 Broad- 
way, New York City. Also branch offices 
in Chicago, Cleveland, Kansas City, St. 
Louis, Atlanta, Dallas, San Francisco, and 
Baltimore. 


LA MONTE NATIONAL SAFETY PAPER 
FOR CHECKS « Identified by wavy lines 


196 Ky. 763, 245 S. W. 860. A cus: 
tom or business usage or course of deal- 
ing may be such a circumstance. 21 R. 
C. L. 855, 867; McAlister v. Tucker, 
203 Ky. 332, 262 S. W. 284. But be- 
fore a custom or usage will be regarded 
as affecting or as a part of a contract or 
transaction, it must be shown to have 
been uniformly observed. “A loose or 
variable practice will not be allowed to 
control the rights of the parties nor will 
an alleged usage which leaves some ma- 
terial element to the discretion of the in- 
dividual.” 17 C. J. 453. There was no 
evidence of a practice of transmitting 
more than $100 in actual money by 
Jordan. Had the practice sometimes ob- 
served of sending a check for the larger 
sum been followed, the parties could 
have protected themselves against loss. 
We do not regard the evidence sufficient 
to establish an implied authority to re- 
ceive payment of the daily balance or to 


bar the appellant from denying that au- 
thority. 

No claim was made for the loss of the 
$8.35 representing the money delivered 
to Jordan in redemption of the dishon- 
ored checks which he had been sent by 
his bank to collect. He was clearly its 
agent for that purpose. But he was not 
sent to the Citizens’ Savings Bank to get 
the daily balance of the clearing, and, 
when that bank delivered that money to 
him to be transmitted to the People’s 
National Bank, he clearly became the 
agent of the Citizens’ Savings Bank for 
that purpose. It was while so acting 
that he lost the money. 

The trial court should have rendered 
judgment in favor of the plaintiff. 


PRACTICE OF LAW BY 
CORPORATION 


Dworken v. Apartment House Owners’ 
Association of Cleveland, Court 
of Appeals of Ohio, 176 
N. E. Rep. 577 


The right to practice law is an ex 
clusive valuable privilege and an at- 
torney may, on behalf of himself and 
all other attorneys similarly situated, 
secure an injunction restraining a cor’ 
poration and its agents and servants 
from unlawfully engaging in legal prac- 
tice. This decision is of interest because 
of the number of complaints which have 
recently been brought against banks and 
trust companies on the ground that these 
institutions were, through their legal or 
trust departments, unlawfully engaged 
in practicing law. 

Action by Jack B. Dworken against 
the Apartment House Owners’ Associa’ 
tion of Cleveland. Heard on appeal. 
Decree for plaintiff. 


OPINION OF THE COURT (IN PART) 


BY THE COURT.—Plaintiff, Jack 
B. Dworken, is a practicing attorney at 
law, dul, admitted in all courts of 
record in the State of Ohio and in sev 
eral of the courts of the United States 
of America. He instituted this action 
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in the common pleas court for the benefit 
of himself and all other attorneys at law 
similarly situated, and on behalf of the 
public and courts of Cuyahoga County. 

Plaintiff alleges that as such attorney 
at law he is practicing by virtue of a 
franchise granted to him by the Supreme 
Court of Ohio and the United States 
courts; that he has been practicing for 
a period of seventeen years, and has 
built up a large and valuable practice; 
that the defendant Apartment House 
Owners’ Association of Cleveland is a 
corporation duly organized and existing 
under the laws of the State of Ohio; 
that such corporation has not the right 
to engage in professional business, and 
has not the right to practice law, or 
maintain a legal department, or hire and 
employ attorneys at law to carry on said 
practice of law for the benefit of others; 
that said defendant, in violation of law 
and its articles of incorporation, adver- 
tised that it has a legal department for 
the use of others; that it maintains a law 
department and practices law by hiring 
attorneys at law to carry on the work 
of the practice of law; that such adver- 
tising has been carried on for a number 
of years; that it was done for the pur- 
pose of inducing the public to become 
members of the said corporation; that 
the acts of the defendant are illegal, 
contrary to the rights of the plaintiff, 
all other attorneys at law, the public, 
and the courts, and tend to bring the 
legal profession and the administration 
of justice and law into bad repute; that 
plaintiff and others similarly situated 
have no adequate remedy at law and 
will be irreparably damaged if an in- 
junction is not issued against the de- 
fendant. 

The prayer is that an injunction issue 
restraining the defendant, its officers, 
agents, directors, trustees, and attorneys, 
from advertising that it maintains a legal 
department for the benefit of its mem- 
bers and others, from maintaining a legal 
department or carrying on the practice 
of law through itself, its officers, agents, 
directors, trustees, or attorneys. 


The defendant filed a general de- 
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murrer to the petition, and an answer in 
the nature of a general denial. 

The case came on for trial to a com- 
mon pleas court judge, who overruled 
the demurrer, and found that the de- 
fendant association was engaging in the 
practice of law; that such acts were an 
invasion of the franchise enjoyed by 
plaintiff and all other attorneys at law 
regularly practicing at the Cuyahoga 
County bar; and granted the injunction 
as prayed. 

From this action of the trial court, an 
appeal is prosecuted by defendant to 
this court. 

In this court no question determined 
by the common pleas court save one is 
challenged, namely, the right of the 
plaintiff to maintain the action. In sup- 
port of this claim three propositions are 
urged by counsel for defendant: 


First. Plaintiff does not have the 
right to invoke the equitable jurisdic- 
tion of this court, because admission to 
the bar, and license to practice law, is a 
personal privilege and not a property 
right. 

Second. No injury to property rights 
or special damage to plaintiff appearing, 
equity will not restrain the violation of 
public or penal statute. 

Third. The remedy at law is ade- 
quate, either by proceeding under the 
penal statute or by quo warranto pro- 
ceedings. 

We have been favored by extensive 
briefs; some filed by the numerous coun- 
sel who represent the plaintiff, some by 
those who represent the defendant, and 
others filed amici curiz. 

The exact question raised in this pro- 
ceeding has not been heretofore adjudi- 
cated, so far as the briefs and original 
investigations disclose. 

It is claimed that the right which the 
plaintiff and others similarly situated 
enjoy, as attorneys at law, is but a per- 
sonal privilege, and therefore not a civil 
property right, and that in the absence 
of a showing of a special injury, which 
is not claimed, plaintiff has no standing 
as a party plaintiff in this court. 

No court has held that the right to 
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practice law is a civil property right in 
its full import, but it is obvious that it 
is a valuable privilege, carrying with it 
the opportunity to secure material bene- 
fits and to earn a livelihood not given to 
those outside the profession. Such privi- 
leges are exclusive in that they are re- 
stricted to a class of individuals, who, 
after continued and special training by 
way of general education and legal prep- 
aration, and after examination and de- 
termination of special fitness, are ac- 
corded the right to follow the profession 
of attorneys and counselors at law. This 
right has been designated a right in the 
nature of a franchise. 

A franchise has been defined as the 
privilege of doing that which does not 
belong to the citizens of the public gen- 
erally by common right. Irvine Toll 
Bridge Co. v. Estill County, 210 Ky. 
170, 275 S. W. 634. 

In Matter of Co-Operative Law Co., 
198 N. Y. 479, 92 N. E. 15, 16, 32 L. 
R. A. (N. S.) 55, 139 Am. St. Rep. 
839, 19 Ann. Cas. 879, it is said: “The 
practice of law is not a business open to 


all, but a personal right, limited to a 
few persons of good moral character, 
with special qualifications ascertained 
and certified after a long course of 
study, both general and professional, and 
a thorough examination by a state board 


appointed for the purpose. The right 
to practice law is in the nature of a 
franchise from the state conferred only 
for merit.” 

“Franchises are property and are fre- 
quently invested with the attributes of 
property generally. Their character as 
property is peculiar in that they arise 
only from grant from the sovereign.” 
26 Corpus Juris, 1019. The citations 
supporting this, of course, deal largely 
with franchises granted to corporations, 
and the quotation is only given to indi- 
cate that the franchise granted by a 
sovereign is in the nature of property. 

Our attention is drawn to a number 
of citations, notably 6 Corpus Juris, 569, 
wherein it is stated that a right to prac- 
tice law is not property, nor in any 
sense a contract, nor a privilege within 
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the constitutional meaning of those 
terms. The same authority at the same 
section, however, classifies it as a privi- 
lege or franchise. 

“But the right to practice law is not 
a property right; rather it is an extraor- 
dinary privilege granted to the indi- 
vidual for life on certain conditions 
upon the reasonable maintenance of 
which by him depends his continuance 
in office.” 4 Ohio Jurisprudence, 421. 

Thornton on Attorneys at Law vol. 
1, says at page 22: “The right to prac- 
tice law is not a natural inherent right, 
but one which may be exercised only 
upon proof of fitness, through evidence 
of the possession of satisfactory legal 
attainments and fair character. The 
privilege of practicing law is not open 
to all, but is a special personal franchise 
limited to persons of good moral char- 
acter, with special qualifications ascer- 
tained and certified after study and ex- 
amination. It is not ‘property’ within 
the meaning of the word as used in 
constitutions, nor is it a contract. When 
admitted to practice, however, an at- 
torney at law becomes an officer of the 
court; and, as such, he is entitled to cer- 
tain rights and privileges, and subject 
to certain duties and liabilities, the due 
observance of which is necessary for the 
faithful administration of the law of the 
land, and in order that justice may be 
done.” 

Lawrence on Equity Jurisprudence, 
volume 1, page 82, treats the matter 
under consideration in this language; 
“Various dicta are to be found to the 
effect that equity protects property 
rights only, unless authorized by statute, 
a theory which is hardly tenable unless 
the term ‘property’ be given a meaning 
much broader than any which would 
make it of value as a standard, and one 
which has been definitely repudiated in 
several cases. This limitation 
of equity to protection of property rights 
is frequently stated as a broad declara- 
tion of principle when the decision 
reached is merely that equity declines 
to interfere in controversies which are 
purely political, or to enforce the 
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criminal law, each of which limitations 
rests on its own peculiar reason for 
being, by mo means warranting the 
broader dictum.” 

We are of the opinion ‘that the plain- 
tif and those similarly situated as mem- 
bers of the legal profession have an 
interest in the nature of the property 
right such as will support the authority 
of the plaintiff in this action to proceed 
as a proper party. 

The finding and judgment will there- 
fore be entered for the plaintiff. 

Decree for plaintiff. 


CHECKS PAYABLE AFTER DRAW- 
ER’S DEATH NOT SUBJECT 
TO INHERITANCE TAX 


Highfield, Register of Wills, for Use of 
State v. Equitable Trust Co., 
Superior Court of Delaware, 

155 Atl. Rep. 724 


Checks delivered to a trust company 
in trust to be delivered to the payees 
upon the drawer’s death and paid out 
of the proceeds of bonds delivered by 
the executors of the trust company con- 
stitute valid gifts at the time of the 
transaction. They are not gifts intended 
to take effect in possession or enjoyment 
after the donor’s death and are, there- 
fore, not taxable under the Delaware 
Inheritance Tax Law. This case was 
submitted to the court by the parties 
upon an agreed statement of facts, 

Action by John Gilpin Highfield, 
Register of Wills in and for New Castle 
County, for the use of the State, against 
the Equitable Trust Company and an- 
other, Executors under the last will and 
testament of Mary R. Latimer, deceased, 
and others. Judgment in favor of de- 
fendants. 

This case arose upon a case stated 
to determine the liability for taxing pur- 
poses of the property mentioned in an 
agreement filed. From the agreed state- 
ment of facts it appeared that on May 
3, 1926, Mary R. Latimer executed and 
delivered to the Equitable Trust Com- 
pany a certain trust agreement in the 
following words: 
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“Whereas, Mary R. Latimer, of 
Christiana -Hundred, New Castle 
County and State of Delaware, has 
made, signed and delivered to the Equi- 
table Trust Company, a corporation 
under the laws of the State of Delaware, 
the following checks to the order of the 
following persons, all dated the twenty- 
ninth day of April, 1926: 

“Robert Latimer $50,000.00 

“George O. B. McGovern $5,000.00 

“L. P. B. McGovern $5,000.00 

“Bessie Wales $5,000.00 

“C. A. McLaughlin $600.00 


“Now therefore, know all men by 
these presents, That I, the said Mary R. 
Latimer, do hereby declare that said 
checks so made and signed by me are 
and were delivered to the said Equitable 
Trust Company, to be held by it, in 
trust, until after my death, and at and 
immediately upon my decease to be by 
it delivered to the several persons named 
in and to whose order said checks are 
drawn, free and discharged from any 
trusts, and said checks are to be paid 
out 6f and from funds realized from the 
sale of certain United States Govern- 
ment Bonds belonging to me, held by 
the said Equitable Trust Company, and 
directed by me to be sold. If said United 
States Government Bonds have not been 
sold before my decease, then and in that 
event, said bonds are to be immediately 
sold by my executors, and said checks 
paid in full out of the amount realized 
from said sale, it being intended by me 
that the delivery of said checks to the 
Equitable Trust Company to be held 
under the terms hereof, shall be and be 
construed to be a delivery thereof to the 
said Robert Latimer, George O. B. Mc- 
Govern, L. P. B. McGovern, Bessie 
Wales and C. A. McLaughlin, the par- 
ties named in and to whose order said 
checks are drawn, and the payment 
thereof only shall be postponed until 
after my decease, but the payment 
thereof shall be an obligation against 
my estate. 

“In witness thereof, I, the said Mary 
R. Latimer, have hereunto set my hand 
and, seal this third day of May in the 
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was considering its 

next trust department 

advertising. Its offi- 

cers had eliminated all but two possi- 

bilities—to prepare their own or use 

Purse literature. They welcomed the 

suggestion that opinions of Purse 

service be invited from several banks 

whose size, prestige and individuality 

corresponded to their Company’s— 

banks able to prepare their own ad- 

vertising if they believed it profitable 

to do so. Excerpts from two of these 
banks’ replies are interesting. 


(From Detroit) 


“I am only too glad to speak a word 
for the splendid work which is being 
done by the entire Purse organization. 
Unquestionably, they have been ex- 
ceedingly cautious in preparing trust 
literature and have done a tremen- 
dous amount of good in promoting 
trust business nationally. We find it 
economical to use Purse literature; it 
does what we require at a much lower 
cost than if we had to write and pro- 
duce the material ourselves. All of 
us would like to produce cur own lit- 
erature; but sometimes our advertising 
budget, and our limitations as to time 
for writing copy, necessitate that we 
look for other ways to accomplish our 
purpose. That is why we use Purse 
advertising material.” 


(From Cincinnati) 
“Practically all of our direct-mail ad- 
vertising in the last ten years has 
been purchased from The Purse Com- 
pany, because we have continuously 
had very good results from their ma- 
terial. We have our own Advertis- 
ing Department, but have not at- 
tempted to write any advertising for 
direct-mail purposes, although we oc- 
casionally write our own newspaper 
copy for the Trust Department. Even 
in the case of the latter, we generally 
use the Purse copy as a guide. 


“Personally, I do not believe that a 
bank can afford to put out its own 
direct-mail matter on trust service. 
The copy must be carefully prepared, 
printed in a dignified style; and a 
careful study of trust advertising all 
over the country has convinced us 
that the work of The Purse Company 
is seldom improved upon by any 
other advertising agency or advertis- 
ing department. To illustrate the 
power of Purse literature: a direct- 
mail campaign we recently purchased 
from them brought inquiries from 
over 10% of our list within 10 days 
after the first mailing.” 
e 

No bank is too large, nor too small, 
to use Purse service profitably. One 
of our nearly 100 campaigns can be 
adapted to your every requirement. 


Ask for details—address: “The Purse 
Company, Chattanooga, Tennessee.” 


THE PURSE COMPANY:CHATTANOOGA: TENNESSEE 


Headquarters for Trust Department Advertising Since 1912 
NEW YORK - CHICAGO+ LOS ANGELES » BOSTON » BUFFALO - TORONTO 
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year of our Lord one thousand nine 
hundred and twenty-six. 
“Mary R. Latimer. 


“Signed and sealed in the Presence of 
C. B. Evans.” 


The trustee held the United States 
Government Bonds of the par value of 
$68,000 and upon the order and direc- 
tion of Mary R. Latimer on May 13, 
1926, sold a portion of them for 
$18,129.38 and on May 18, 1926, sold 
the balance for $50,375.00. 

The Equitable Trust Company was 
engaged in the banking business and 
during the life of Mary R. Latimer, 
and with her consent, the checks men- 
tioned in the trust agreement were certi- 
fied by that corporation. From the 
date of the agreement no income, either 
from the bonds or from the proceeds 
arising from the sale thereof, was paid 
either to Mary R. Latimer during her 
lifetime, or to her estate, afterward. 
Promptly after the death of Mary R. 
Latimer, on January 23, 1929, the 


trustee delivered the checks to the payees 
and such checks were shortly afterwards 
presented and paid. 

The plaintiff has demanded from the 


executors and from the beneficiaries 
(being the payees of the checks) a tax 
on the amount represented by the 
checks. The claim for a tax arises under 
the provisions of sections 146 to 152 of 
the Revised Code of the State of Dela’ 
ware as amended by chapter 7, volume 
29, and chapter 7 of volume 35. The 
material part of said law being: 

“All property, real and personal, and 
every estate and interest therein, legal 
or equitable, belonging to any person 
who at the time of his death was a resi- 
dent of the State of Delaware, and 
which passes by will or by the intestate 
laws of this State, or by deed, grant, 
gift, or settlement (except the cases of 
a bona fide purchase for full considera- 
tion in money or money’s worth) made 
in contemplation of death or intended 
to take effect in possession or enjoymént 
after the death of the grantor, donor, or 
settlor to any person or persons, body 
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politic, or corporate (whether resident 
or nonresident of this State) in trust or 
otherwise, shall be subject to the tax 
specified in this section. . . .” 35 
Del. Laws, c. 7, § 1. 

It was agreed that the tax assessed 
against and payable by Robert C. Lati- 
mer is $2500 and against Elizabeth B. 
Wales is $250.00. 

It was also agreed that the case should 
be heard by the Court on the agreed 
statement of facts without the interven- 
tion of a jury and that judgment should 
be entered by the Court. 

It was further agreed that if the 
Court should be of the opinion that no 
taxes were due, then judgment should 
be entered in favor of the defendants 
for costs. 


OPINION OF THE COURT 


RODNEY, J.—Mary R. Latimer 
created the trust some three years before 
her death and the fund itself comprised 
but an inconsiderable portion of her 
total estate. There is no contention in 
this case as to the application of the 
words “in contemplation of death.” The 
sole question arises from a considera- 
tion of the taxability of the fund as a 
“oift intended to take effect 
in possession or enjoyment after the 
death of the donor.” 

Of course, even a casual reading of 
the Statute in connection with the facts 
of the case immediately discloses that 
under the terms of the trust the respec’ 
tive amounts are not actually payable 
to the several beneficiaries until the death 
of Mary R. Latimer, the donor, and to 
this extent the gift was intended to take 
effect in enjoyment after the death of 
the donor. The question to be deter- 
mined is whether this is the real mean- 
ing of the Act. 

After deleting the qualifying words, 
the Delaware Statute, insofar as this 
case is concerned, makes taxable all 
property belonging to a resident of this 
State at the time of his or her death. A 
crucial word of the statute is the word 
“belonging.” The statute can only ap- 
ply to that property of a decedent in 
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which he or she had a right, interest or 
estate at the time of death. In the in- 
stant case the death of Mary R. Latimer 
must have marked the conclusion of 
some interest which she had in the prop- 
erty sought to be taxed. It is not sufh- 
cient that her death shall have merely 
marked the beginning of the actual vest- 
ing of the beneficial interest of the 
designated parties because the tax ac- 
crues, if at all, because of the death of 
Mary R. Latimer and is specifically 
based upon property “belonging” to her. 

The plaintiff, realizing that, in order 
to make the fund taxable, some right or 
interest must have remained in Mary R. 
Latimer at the time of her death, argues 
that the trust was revocable by her and, 
therefore, the required interest existed. 
This revocable character of the trust 
exists more in argument than in fact. 
It is argued that the trustee was the 
agent of Mary R. Latimer, the settlor of 
the trust, because it held bonds of hers 
for the payment of the checks. Atten- 
tion, however, need only be drawn to 


the fact that the trustee had full power 
to sell the securities and hold the pro- 


ceeds. The trust being established the 
relation between the trustee and cestuis 
que trust did not rest upon any founda- 
tion of agency. The trust was an active 
one and the securities were provided for 
the payment of the checks and placed in 
the hands of the trustee and these securi- 
ties, in Miss Latimer’s lifetime and with 
her knowledge and consent were con- 
verted by the trustee into cash. No in- 
terest from the securities or from the 
fund realized from their sale was re- 
served or received by Miss Latimer from 
the date of the trust and during the re- 
mainder of her life. No power of rev- 
ocation was reserved by Miss Latimer 
or appears in the trust agreement. No 
suggestion of mistake or misunderstand- 
ing, duress or coercion, fraud or undue 
influence have been made and neither 
Miss Latimer in her lifetime nor her 
personal representatives since her death 
have sought to revoke the trust. This 
Court can find no principle upon which 
it could base a conclusion that the trust 


THE BANKERS MAGAZINE 


was revocable. The authorities on the 
question of revocation or cancellation of 
a voluntary trust are collected in a note 
to 38 A. L. R. 941. 

If Miss Latimer had provided that the 
beneficial interest or income should be 
paid to A. B. during the life of her, 
the said Mary R. Latimer, and after her 
death, that the entire trust estate should 
be paid to A. B. or C. D., could the 
fund by any possibility be taxable? Mary 
R. Latimer would have had no interest 
in the property after the creation of the 
trust; the title and possession of the 
corpus of the trust would have passed 
at that time from Mary R. Latimer to 
the trustee and the death of Miss Lati- 
mer simply marked the termination of 
the trust. The suggested case differs 
from the one at bar only in respect to 
the income during the life of Miss Lati- 
mer and in the trust created by her there 
was no reservation of any income by or 
to her during her life. 

The Federal Estate Tax Act (26 
USCA §§ 1091-1121) and the Dela 
ware Inheritance Tax Act differ in 
their theories and purposes. The Fed: 
eral Act does not levy a tax on any in 
dividual legacies, distributive shares or 
similar rights nor on the right of any 
individual beneficiaries to receive them, 
but on the right of the decedent to have 
the interest or estate transmitted. The 
Delaware Act on the contrary levies the 
tax on the right of an individual to re 
ceive the specified right or interest and 
the tax is based on the amount thereof. 
Because, however, each act uses the 
same language and makes taxable the 
interest “intended to take effect in 
possession or enjoyment after the death 
of the donor” so the construction ol 
these words by the Federal Courts has 
a close application in the present case. 

In a case involving the analogous Fed- 
eral Estate Tax Act the Supreme Court 
in Reinecke v. Northern Trust Co., 278 
U. S. 339, 49 S. Ct. 123, 125, 13 L 
Ed. 410, 66 A. L. R. 397, said: 


“One may freely give his property to 
another by absolute gift without sub 
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jecting himself or his estate to a tax, 
but we are asked to say that this statute 
means that he may not make a gift inter 
vivos (a gift by one living person to 
another as distinguished from a gift to 
take effect at once), equally absolute and 
complete, without subjecting it to a 
tax if the gift takes the form of a life 
estate in one with remainder over to 
another at or after the donor’s death. 
It would require plain and compelling 
language to justify so incongruous a re- 
sult and we think it is wanting in the 
present statute.” 


No reasons are apparent which would 
prevent the operation of the transactions 
now considered as operating as valid 
gifts inter vivos. The essential elements 
of a gift inter vivos seem to be a donor 
competent to make it; freedom of will 
on his or her part; an intention to make 
it; a donee capable of taking the gift; 
the gift must be complete and nothing 
left undone; the property must be de- 
livered by the donor and accepted by 
the donee; the gift must go into immedi- 
ate and absolute effect, must be gratui- 
tous and irrevocable. Thornton on Gifts 
and Advancements, 2; 28 C. J. 626. 

The requirement that the gift go into 
immediate and absolute effect is met by 
the intervention of the irrevocable trust. 
Chancellor Bates in Robson v. Robson’s 
Adm’r, 3 Del. Ch. 51, at page 62, 
quoted 2 Kent, Com. 354 “Gifts inter 
vivos have no reference to the future 
and go into immediate and absolute 
effect.” He then says: 


“Tt is true that under a gift 
inter vivos a party may take a benefit to 
accrue at a future day—it may be at 
the donor’s death. But this can be only 
through the instrumentality of a trust 
created either in a third person or in 
the donor. The effect of creating the 
trust is to divest at once the former 
property of the donor in the thing so 
given. Such a gift is no less immediate 
than in the ordinary case.” 


_ It is urged by the plaintiff, and indeed 
is the chief contention, that a check or 
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note which is not payable until the death 
of the donor is not valid as a gift inter 
vivos. In support of this proposition 
many cases are cited, many of them 
being collected in the notes to 27 L. R. 
A. (N. S.) 308 and L. R. A. 1918C, 
340. The great weight of authority 
sustains such contention, but the ap- 
plication of that principle to the present 
case is not clear. The underlying prin- 
ciple in the conclusion that a promissory 
note payable at the death of the maker 
is not valid as a gift inter vivos is based 
upon the foundation that the note is 
merely a promise to make the gift in the 
future. A check of the donor payable 
at his death is not ordinarily valid as a 
gift inter vivos because it is a mere order 
in favor of the donee and when given 
without consideration may be revoked 
by the maker. 

A gift of the donor’s own check to 
another person is ordinarily good as a 
gift inter vivos only when presented and 
paid prior to the donor’s death. Occa- 
sionally a gift of a donor’s check has 
been held good as an inter vivos gift if 
presented prior to the donor’s death but 
not paid until after the death had oc- 
curred. Bromley v. Brunton, L. R. 6 
Eq. 275. Such gifts are defeated when 
the presentment and payment are de- 
layed until after the death of the donor 
because such death itself stopped the 
payment. 

None of these principles can be ap- 
plied in the present case. Here the 
checks were drawn by the donor on the 
trustee, a banking corporation, and were 
held under an active trust with no pro 
vision for revocation. The donor ex- 
pressly directed that the “delivery of the 
checks to the Trustee should be and be 
construed to be a delivery thereof to 

the parties named in and to 
whose order said checks are drawn.” It 
was explicitly directed by the donor that 
her death should not stop the payment 
of the checks, and funds separate and 
distinct from the ordinary account of 
the donor were provided by the donor 
and accepted by the trustee for the pay- 
ment of the checks. 
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In Shenstone v. Brock, 36 Ch. Div. 
541, a promissory note of the decedent 
payable to the donee was deposited with 
a third person for delivery to the donee 
at the death of the donor. The third 
person was established as a trustee and 
the gift supported. Authorities treating 
the question of a donor’s check as the 
subject of a valid gift are collected in 
a note to 20 A. L. R. 177. 

In arriving at the conclusion that the 
amounts represented by the checks in 
the present case are not subject to the 
payment of the tax sought to be im- 
posed, I have had the benefit of excellent 
briefs from counsel. While I have not 
found it necessary to cite all the cases 
presented to me, comprehensive notes 
on the subject of the taxability of funds 
intended to take effect in possession or 
enjoyment at or after the death of a 
donor can be found in 49 A. L. R. 864 
and 67 A. L. R. 1247. 

Being of the opinion that under the 
facts and the law in the present case no 
tax is due, and in conformity with the 
agreed statement of facts, judgment is 
rendered in favor of the defendants for 
costs. 


LIABILITY OF DIRECTORS AND 
OFFICERS FOR EXCES- 
SIVE LOANS 


Smith v. 


Fischer, Supreme Court of 
South Dakota, 237 N. W. 
Rep. 718 


Under a statute making each director 
and officer of any bank “personally 
liable for all excessive loans made by his 
bank in such amount as such loan may 
be in excess of the amount limited by 
law,” the fact that one, who has bor- 
rowed an excessive amount from a bank, 
pays a sufficient amount on the debt to 
reduce it to within the legal limit does 
not relieve the directors and officers from 
the liability imposed by the statute. 

Thus, if under such a statute, one 
should borrow $5000 from a bank, the 
legal limit being $4000, and should sub- 
sequently reduce the loan to $3000, the 
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directors and officers would still be liable 
for $1000, the original excess. 

It is also held in this case that, where 
an excessive loan is reduced below the 
legal limit and again increased above the 
legal limit, the excess, however, being 
less than the original excess, the liability 
of the directors and officers is limited to 
the amount of the original excess. Their 
liability is not measured by the total of 
the two excesses. 

Action by F. R. Smith, substituted for 
John Hirning, as superintendent of 
banks acting in charge of and in behalf 
of the Cottonwood State Bank, a cor: 
poration, against Frank G. Fischer, An. 
ton S. Fischer and others. From a judg: 
ment for defendants named and an or- 
der denying a motion for a new trial, 
plaintiff appeals. Reversed and re 
manded. 


OPINION OF THE COURT (IN PART) 


POLLEY, P. J.—This action is brought 
by the superintendent of banks on be- 
half of the Cottonwood State Bank, 
which is in the hands of the superin- 
tendent of banks for liquidation. The 
action is based on the provisions of sec’ 
tions 8980 and 8990 of the Revised 
Code 1919. Section 8980 reads as fol- 
lows: “No individual, firm or corpora’ 
tion transacting a banking business in 
this state shall loan to any corporation, 
partnership or individual, including all 
loans made to the several members of 
such corporation or partnership, more 
than twenty per cent. of the paid up 
capital and surplus of such bank. And 
in no case shall the total liabilities of the 
several stockholders of any bank, includ- 
ing any and all liabilities of any partner- 
ship or corporation in which such stock- 
holders may be interested, to such bank, 
exceed 50 per cent. of the paid-up cap 
ital of such bank. But the discount of 
bills of exchange drawn in good faith 
against actually existing values, and the 
discount of commercial paper actually 
owned by the person negotiating the 
same, shall not be considered as monev 
borrowed by such person.” 

Section 8990, so far as applicable to 
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this case, reads as follows: “Every officer 
and director of any bank shall be held 
personally liable for all excessive loans 
made by his bank, in such amount as 
such loan may be in excess of the 
amount limited by law.” 

The complaint alleges that during the 
years 1919, 1920, 1921, and 1922 and 
up to the suspension of the said bank on 
September 25, 1923, the defendants as 
directors of said bank made excessive 
loans to the following parties and in the 
following amounts, to wit: 
$ 1,741.00 

3,189.55 
10,000.00 


John Penzein 

~ Rozenberger Bros. 
Hall Bros. 9,482.78 
P. W. Hickman 5,000.00 


To illustrate the theory of the plain- 
tiff, and the manner by which he arrives 
at the amount due on account of the 
loans made to each debtor, we set out 
the details of the Penzein loans as fol- 
lows: 

On October 4, 1920, the bank had 
loaned John Penzein $7115.99, of 
which amount $2245.36 was in excess 
of the amount to which he was entitled 
under the provisions of section 8980. 
Thereafter, payments were made on said 
indebtedness by Penzein which reduced 
his indebtedness to an amount within the 
legal loan limit. Thereafter his loans 
were increased until they exceeded the 
legal limit to the extent of $115.99. 
Again his indebtedness was reduced by 
payments to an amount within the legal 
limit. Thereafter his indebtedness was 
increased to an amount $291.60 in ex- 
cess of the legal loan limit. Again his 
indebtedness was reduced to an amount 
within the legal loan limit and then in- 
creased to an amount $536.60 in excess 
of the loan limit. These four amounts 
added together equal $3189.55, and this 
is the amount of the excess claimed on 
account of the Penzein loans. The 
amount of the excess on the loans of 
the other debtors was arrived at in the 
same manner and aggregate the sum of 
$29,413.33. In computing the amount 
of the indebtedness for the purpose of 
ascertaining the amount of the excess, 
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unpaid interest has properly been ex- 
cluded. 

Prior to the suspension of the bank, 
payments had been made by or on be- 
half of all of these debtors sufficient to 
reduce the balance due by them to the 
legal loan limit of the bank, and the 
trial court made a finding of fact rela- 
tive to each of the said defendants, as 
follows: “That prior to the time the 
said bank closed and was taken into 
custody of the said Superintendent of 
Banks, the directors of said bank paid 
or caused to be paid into said bank all 
of the indebtedness of the said Penzein 
which exceeded twenty per cent. of the 
capital and surplus of said bank, and 
the notes representing said excessive in- 
debtedness were removed from the assets 
of said bank.” The court held that such 
payments paid all of said loans that were 
in excess of the legal loan limit and 
that defendants were thereby released 
from liability under the provisions of 
the above quoted statutes. Judgment 
was entered in favor of the defendants, 
and from such judgment and an order 
overruling his motion for a new trial, the 
plaintiff appeals. 

It is the contention of the respondents 
that where excessive loans have been 
made and the directors have become 
liable for the excess under the provisions 
of section 8990, the debtor may pay an 
amount equal to the excess thereby re- 
ducing the amount of the loan to within 
the legal limit and that this would re- 
lease the directors from liability; or that 
the directors may pay into the bank an 
amount equal to the excess and take an 
assignment from the bank of an equal 
amount of the debtor’s paper, and there- 
by become released from liability for 
the excess. With this contention we 
are not able to agree. The purpose of 
enacting section 8980 was to prevent 
the loaning of too great a percentage 
of the bank’s capital and surplus to 
one person or company, and the purpose 
of section 8990 was to make the direc- 
tors liable for the amount of loans in 
excess of the amount permitted by sec- 
tion 8980. It was the intent of the 





Legislature, in enacting section 8990, to 

add to the liability of the debtor the 
liability of the directors to the extent 
of the excess. Payment by the debtor 
of an amount equal to the excess does 
not release the directors, neither does 
advancing that amount by the directors, 
if they take out an equal amount of the 
debtor’s paper. If this were allowed 
the directors could then reimburse them- 
selves by collecting from the debtor and 
in this way exhaust the ability of the 
debtor to pay without benefiting the 
bank. In this way they would be taking 
out as much as they put in. If a debtor 
made a loan of $5000 of which amount 
$1000 was in excess of the legal limit, 
and then paid $4000, this would not 
release the directors of their liability 
for the amount of the excess; but if the 
debtor paid all or any part of the re- 
maining $1000, such amount would 
apply on the liability of the directors 
and reduce their liability to that extent. 
On the other hand, if a loan were made 
of $5000 of which amount $1000 was 
in excess of the legal limit and the direc- 
tors paid part or all of the excess, they 
would be' released from liability on such 
loan to the extent of the amount so paid. 

The liability of the directors arises 
immediately upon the making of an ex- 
cess loan and continues until the direc- 
tors pay the amount of the excess or 
until the debtor pays the entire debt. 
Farmers’ State Bank v. Youngers, 47 
S. D. 592, 200 N. W. 1019. 

To put upon this law the construction 
contended for by the respondents would 
work a practical nullification of the law. 
If a debtor made a loan of $5000 of 
which amount $1000 was in excess of 
the legal limit and then was able to pay 
but $4000, the $1000 excess would be 
lost because the first $1000 paid by the 
debtor would be applied on the liability 
of the directors and they could not be 
called upon to pay anything. It was 


to take care of just such cases that the 
law was enacted. 
Section 8990 makes every officer and 


director liable only for “excessive loans 
made by his bank.” 


“The discount of 
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bills of exchange, drawn in good faith 
against actual existing values, and the 
discount of commercial paper actually 
owned by the person negotiating the 
same, shall not be considered as money 


borrowed by such person.” Section 
8980. It is contended by respondents 
that there is no evidence showing or 
tending to show that the loans involved 
in this case were not discounts of com: 
mercial paper actually owned by some 
other person and sold to the bank, and 
that there is no proof to show that the 
notes involved were not forgeries. This 
contention is not supported by the 
record. The contents of the books of 
the bank were introduced in evidence. 
The entries in these books indicate that 
all the transactions with these debtors 
were cash transactions. There is nothing 
to indicate that these notes were taken 
in payment for “property sold.” When 
a note was taken the maker was credited 
with cash, indicating that the note was 
taken for money loaned to the maker. 
The bank president testified in regard to 
some of the transactions and referred to 
them as so much money loaned. An ex: 
pert witness who testified for the plain- 
tiff testified positively that the transac- 
tions shown were loans made by the 
bank, and one of the defendants while 
on the stand explained in his testimony 
that the loans in question became ex’ 
cessive because the borrowers were big 
stockmen and were obliged to borrow 
heavily from the bank in order to get 
their stock through the winter. All these 
facts and circumstances are sufficient 
prima facie, at least, to show that the 
transactions involved were loans, and 
whether the transactions involved were 
other than loans, or the notes forgeries, 
were matters of defense to be shown by 
the defendants. 

It is contended by respondents that 
no sufficient foundation was laid for the 
admission of testimony of the contents 
of the books of the bank. An expert 
accountant was called by the plaintiff 
who testified to an audit he made of the 
books of the bank after it closed to de- 
termine the excess liability of the direc- 
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tors. But respondents claim that he 
“did not in any way attempt to verify 
whether or not these books were cor- 
rectly kept, nor make any trial balance 
of the bills or any complete audit,” but 
that none of the books were introduced 
in evidence, nor were all of the books 
used in making computations and cal- 
culations brought into court for the 
purpose of examination by the respon- 
dents. This claim is too indefinite to 
present any tangible question to the 
court. No particular book or instru- 
ment is designated, and no demand was 
made for anything that was not pro- 
duced in court, nor does it point out 
how defendants were in any manner 
prejudiced. The books were identified 
by a witness who acted as cashier of the 
bank for several years before it closed. 
He testified that the books were kept in 
the regular routine of business and under 
the supervision of the president and 
cashier of the bank. He told who kept 
the books and testified that they were 
kept by employes of the bank in the 
performance of their regular duties as 
Respondents cite and 


such employes. 
rely upon State v. Yegen, 74 Mont. 126, 
238 P. 603, in support of this conten- 


tion. But the cases are not analogous. 
The documents involved in that case 
were certain reports that had been made 
and filed by the public examiner, no part 
of which was verified in any manner, 
and much of which was the mere opinion 
and estimate of the party who made the 
reports, and were hearsay in the highest 
degree. 

At the time the loans involved in this 
case were made, the board of directors 
consisted of Frank G. Fischer, Anton S. 
Fischer, John I. Howe, C. L. Lear, and 
Ludger Labrecque. At the time of the 
commencement of the action, Howe and 
Lear were out of the state and were not 
served with the summons. Labrecque 
died shortly before the bank closed, and 
Nancy Labrecque as executrix of La- 
brecque’s will was named as a defen- 
dant. But the action against her was dis- 
missed. This leaves only the two Fischers 
as defendants, and they contend that 
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because of such dismissal they have lost 
the right of contribution against the 
Labrecque estate in the event that they 
are held liable in this action. This con- 
tention is based upon the theory that 
the directors’ liability for making excess 
loans is a joint and not a several liability 
and that to release one works a release 
of all. But the wording of the statute 
precludes this theory. The statute, sec- 
tion 8990 says: “Every officer and direc- 
tor of any bank shall be held personally 
liable for all excessive loans made by his 
bank.” This plainly makes every officer 
and director severally liable for all ex- 
cessive loans. os 

Upon the record before us the plain- 
tiff is entitled to judgment, but not for 
the amount claimed in the complaint. 
When Penzein borrowed $7115.99, 
there was an excess of $2245.36. Pay- 
ments were afterwards made by him 
which reduced the amount he owed to 
an amount within the legal loan limit. 
The loan was then increased by a re- 
newal to an amount exceeding the loan 
limit to the extent of $115.99. The 
plaintiff contends that this amount 
should be added to the existing excess of 
$2245.36, and that each of the excesses 
thereafter created should be treated like- 
wise. With this theory we do not agree. 
If at any of the renewals the amount 
of the new indebtedness had exceeded 
the original indebtedness, then the dif- 
ference between this latter indebtedness 
and the first excess should be added to 
the first excess, but so long as the amount 
of the original excess was never ex- 
ceeded, we do not think the excess in- 
debtedness for which the directors are 
liable should be increased. The total in- 
debtedness of Penzein and of the other 
debtors as well should be computed in 
this manner. This method of computa- 
tion would result in a considerable re- 
duction of the amount claimed by the 
plaintiff and for which he would be 
entitled to judgment. 

The judgment and order appealed 
from are reversed, and the cause is re- 
manded: for further proceedings in con- 
formity with this opinion. 









BOND INVESTMENT FOR BANKS 


INVOLVES THREE MAIN STEPS 


1 Determining, as precisely as possible, the nature 
and extent of present and future needs which may be 


AM 



















\| 


served through investment in bonds. 





2 Planning and adopting a policy of sound invest- 
ment which is calculated to meet those needs most 


completely and most economically. 
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3 Selecting bonds which provide the structural and gra 

functional features prescribed in the policy of invest- “e 

ment which has been adopted. 
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@ Of these steps, none is more important than the first. Until the 

the needs of any banking institution are known and measured as definitely as possible, it is we 

impossible to select bonds which will insure the greatest value per dollar invested. Even the D 

unvarying practice of choosing only “gilt-edge” issues will usually involve certain sacrifices ba 

that might safely be avoided with more careful analysis of requirements. * There can be no fo 

substitute for complete knowledge. Only a thorough study of the situation and operations of h 
S 

the bank can provide the data from which a sound and reliable policy of investment can be be 
constructed. Having worked out and adopted such a policy, however, the selection of bonds vi 

thereafter acquires a degree of positiveness that can be realized through no other means. : 

* Further suggestions on these points will be found in our folder, Sound Investment Practice 
for the Commercial Bank. Any bank officer may have a copy on request. 
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Bonds, Banks 


EAKNESS in listed bonds con- 
\X tributed to the pressure on 
stocks, second grade _ issues 

breaking badly in some instances. Gov- 
ernment obligations and some other high 
grade descriptions remained firm, but 
foreign securities and domestic rails 
faded away rather easily.” 

ae! the number of banks which 
have closed their doors in the United 
States since January 1, 1931, has passed 
the 1000 mark. Closings of the past 
week brought that figure up to 1098, 
with deposit liabilities of $764,000,953. 
During the past six days forty-four 
banking institutions failed, and fifty- 
four were closed the previous week.” 
“The failure of (railroad) traffic to 
show the normal seasonal increase has 
been discouraging, but observers now 
visualize a tapering volume during the 
closing months of the year, in line with 
the usual seasonal tendency.” 


The quotations in the preceding para- 
graphs were all taken from the same issue 
of the daily paper of the day on which 


this article was written. They are cer- 
tainly discouraging, but they were not 
selected with the idea of casting any 
more gloom around the reader than al- 
ready surrounds him. They were chosen 
because they serve to illustrate in a vivid 
fashion certain facts which have a very 
definite relationship at the present time, 
and which deserve consideration from 
every thoughful banker, namely: the low 
and declining prices of most bonds, the 
tremendous number of bank failures and 
the existing (at time of writing) posi- 
tion of business in general. 


and Business 


Our present business world is so com- 
plex and the action and reaction of eco- 
nomic forces are so complicated that it 
is difficult, frequently, to determine 
which is cause and which is effect. It 
is worth while to analyze certain phases 
of the problem, however, because this 
may shed a little light on the matter and 
so help in working out a solution of the 
problem. 

An excellent illustration of this gen- 
eral statement is found in the case of the 
low and declining prices of bonds and 
the number of bank failures. It may 
truthfully be said that many of the bank 
failures have been brought about by the 
falling price of bonds which has so low- 
ered the capital value of the assets that 
the capital of the bank has become im- 
paired. On the other hand, it has been 
occasionally advanced, with a good deal 
of logic behind this argument, that the 
failure of so many banks resulting in a 
dumping of bonds indiscriminately on 
the market—both before and after the 
failure of an individual bank—has been 
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one of the important factors in depress- 
ing the general price level of bonds. 

Let us examine this situation briefly 
for it has marked significance to bankers 
and the recent ruling by the Comptroller 
of the Currency has served to focus at- 
tention upon it. The tenor of this rul- 
ing is that all bond issues classed as bet- 
ter than “fair” are exempt from charge- 
offs for depreciation on the books of 
national banks. This ruling, of course, 
affects only national banks, but it is 
likely to effect the attitude of some, at 
least, of the state banking departments. 

The ruling, of course, is contrary to 
all precedent, for, in the past, bonds 
were supposed to be carried on the books 
of a bank at market or cost price, which- 
ever might be the lower. If exceptions 
have been permitted in the past, the dis- 
crepancies involved have usually been 
small, and the matter has been one of 
minor importance. Sound banking 
practice certainly supports the general 
rule and hence the new ruling, for this 
reason if for no other, is bound to at- 
tract attention. The present Comp- 
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Los Angeles 


troller of the Currency has had many 
years of banking experience and has es 
tablished for himself an enviable reputa- 
tion for sound thinking in regard to 
banking problems. He undoubtedly 
would be the first to approve the time- 
honored rule and to regret the necessity 
of any departure therefrom. It is highly 
significant, therefore, to find him taking 
this step, and no banker, whether he ap- 
proves of this action or not, can help but 
admire his courage in making this in- 
novation at a time like this. 

It seems evident that the comptroller 
had clearly in mind the relationship 
which exists between bonds and banks 
and appreciated fully that certain banks, 
perhaps many banks, might find them- 
selves in a dubious position, if the old 
established rule were applied, literally, 
in their cases. If banks which are in- 
herently sound and solvent were forced 
into difficult positions by being forced 
to write down heavily bonds in regard 
to whose intrinsic value there is little 
question, a double loss would result. The 
banks themselves might be forced into 
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insolvency, and the depositors, stockhold- 
ers and the community hurt thereby. 
Further, their enforced liquidation would 
tend to depress the prices of bonds still 
more and hence bring other banks nearer 
to a downfall. 

The action of the comptroller will 
have a beneficial effect not only on the 
banks but also on the bonds in the classes 
specified, for it will tend to relieve the 
selling pressure which has been exerted 
against them, particularly in the case of 
the lowest of these high ratings. The 
tendency on the part of banks to sell 
these bonds is only one factor contribut- 
ing to their price level, and hence this 
tuling does not necessarily mean that 
their price level will rise. In fact, it 
seems quite probable, as was pointed out 
in this section last month, that the next 
price movement of the highest grade 
bonds will be downward due to the up- 
ward trend in short time money rates 
which will accompany any definite up- 
ward tendency in business activity. For 
the moment, however, this ruling will 
probably tend to strengthen the price of 
the bonds exempted. 


But what will be the effect on the 
prices of bonds which are not exempt 
from being marked down? According 
to the ruling, these bonds are divided 
into two classes—those which are in 
default and those which are meeting 
their service charges. There is little 
which needs to be said about the bonds 
in default. They must and should be 
written off at once. If there are any 
recoveries, so much the better, but re- 
coveries on defaulted bonds cannot be 
depended on. 

The bonds which are meeting their 
service charges but are, nevertheless, de- 
preciated below par present a different 
problem. This latter class of bonds can 
be subdivided into two groups—those 
which are very likely to go into default 
but which down to the present have suc- 
ceeded in avoiding this misfortune, and 
those which are depreciated for some 
other reason but which are intrinsically 
sound and which, in most cases, will con- 
tinue to pay their service charges and 
rapidly recover in price very shortly 
after an upward turn in economic condi- 
tions becomes apparent. 
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CAPITAL, SURPLUS AND UNDIVIDED PROFITS 


The recent ruling of the comptroller 


provides that all bonds in the inter- 
mediate group—that is, those which are 
not exempt from being written down 
but which are not in default—shall be 
written down 25 per cent. of the differ- 
ence between par and the existing mar- 
ket price semi-annually until the book 
value and market value are the same. In 
the case of the bonds which are headed 
for default, this provides a temporary 
postponement of the recording of the 
eventual major loss. In the case of de- 
preciated bonds which are intrinsically 
sound, it is highly probable that the cur- 
rent market value in less than two years 
will be substantially above what it is 
now and hence this part of the ruling 
will become a dead letter because of the 
altered circumstances. In fact, the 
chances are very great that the entire 
ruling will be rescinded in less than four 
years’ time as it has been issued as a 
temporary measure to meet the present 
crisis. This ruling of the comptroller is 
a courageous attempt to check the un- 
favorable effect on the bond market 
caused by banks trying to unload bonds 
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in order to stop losses in the book value 
of the securities held. 

The effect of bonds on banks cannot 
be dismissed from consideration, how 
ever. It must be recognized that many 
banks hold large quantities of bonds 
which they should not hold, should never 
have held and probably should never 
buy. In general, these bonds have come 
into the portfolios of these banks because, 
in the first instance, the officers and di- 
rectors of these banks did not know 
what kind of bonds were suited to the 
needs of their banks and, in the second 
place, they have not had sufficient train- 
ing and experience in security analysis 
to be able to form sound opinions in re’ 
gard to particular issues. This is a prob- 
lem of individual bank management. 

But so far, no reference has been made 
to the third heading of the title of this 
article—business—and its relation to 
bonds and banks. The connection is 
very close. There is little prospect that 
any substantial progress will be made to- 
ward economic recovery until funds 
available for business purposes are much 
less expensive than they are now. Short 
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Associated electric companies, seasoned 
in service, are participating in the rapid 


term money rates are, of course, much 
lower now than they have been for some 
time. Such funds, however, are not 
available for financing any permanent 
additions or improvements or even for 
financing long term sales, a type of 
financing which is especially necessary 
to promote our foreign trade. Short 
term funds when protected by security so 
strong that the risk involved is approxi- 
mately nil can be obtained at ridiculuosly 
low rates, but medium and long term 
funds for which the security is not re- 
garded as ultra gilt-edged can be had, if 
at all, only at usurious rates. In brief, 
a marked reduction in the effective rate 
of interest on bonds of the group which 
are not considered as exempt in the 
comptroller’s ruling must be effected be- 
fore a financial stimulus to increasing 
business will be felt in any major fashion. 
Hence, business is vitally interested in 
any move which will help to strengthen 
the bond market and so facilitate an up- 
ward movement. 

The key to the situation is found in 
public confidence—or a lack of it. An 
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growth of the industry, an expansion 


that promises to double electric output 
in the next decade. 


To invest, or for information, write 


General Utility Securities 


Incorporated 


61 Broadway New York 


interesting bit of evidence of the latter 
is found in the large and unreasonable 
increase in the amount of money in cir- 
culation. It is now well over $600,000,- 
000 more than it was a year ago. Ap- 
parently the major reasons for this are 
—the direct hoarding of money and the 
large sums held in vaults of banks as a 
precaution against undesired eventuali- 
ties. 

This article opened with three. rather 
dismal quotations. The prospects for the 
future are not as unhappy as these 
quotations would indicate. From the 
same paper from which they were taken, 
others of a much more optimistic import 
could easily have been collected. Per- 
haps one of the most cheerful signs for 
the future is the apparent hopelessness 
of so many people. Past experience in- 
dicates that this attitude is usually strong- 
est after the lowest point has been 
reached. Such evidence is rather in- 
tangible and too great reliance should 
not be placed on it. There are, how- 
ever, a number of much more tangible 
bits of evidence of improved conditions 
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at some not distant date. One of these 
is the growing appreciation of the inter- 
relationship which exists among bonds, 
banks and business and necessity of 
checking the downward trend in the 
prices of bonds whose intrinsic position 
does not merit it. The comptroller’s re- 
cent ruling is a practical recognition of 


— 


this important fact and hence is construc- 
tive. It gives many bankers an « oneie 
tunity to contribute toward an improve- 
ment of the general situation and of the 
position of their banks in particular, 
The trend of bonds, banks and business 
will almost certainly be synchronous in 
time and similar in direction. 
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The Problem of Overproduction 


By Harotp Cox 


world has reached a stage in which 

unemployment on a large scale is 
likely to be permanent, unless we can 
secure some drastic readjustment of 
population to powers of production. 
The outstanding industrial fact today 
is that all over the world machinery is 
playing an increasing part in produc- 
tion, and there is a corresponding de- 
cline in the demand for the human 
worker. 

Up to a point this phenomenon is, of 
course, not a new one. Whenever new 
machinery has been introduced, anxiety 
has been felt by the wage-earning classes 
lest their jobs should disappear. Notably 
this was the case in the cotton and 
woolen industries in Lancashire and 
Yorkshire in the eighteenth century. 
But the trouble in these industries very 
soon righted itself by the expansion of 
the market for the goods produced. 
The relatively cheap and well-finished 
products of the machine commanded a 
sale all over the world, and in a com- 
paratively brief period the demand for 
labor increased instead of declining. 
Indeed, one of the outstanding results of 
the development of steam-driven ma- 
chinery in the later years of the 
eighteenth century, and in the greater 
part of the nineteenth century, was a 
rapid increase in the population of 
Great Britain in order to secure a sufh- 
cient supply of persons—especially 
young persons—to act as machine 
tenders. 

That phase of our industrial develop- 
ment is now at an end. The textile in- 
dustries of Lancashire and Yorkshire 
have ceased to expand; they are visibly 
declining. Many mills are working 
short time; others are being closed down 
altogether. From the point of view of 
employment the situation is likely to 
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Tent is reason to fear that the 


grow even worse than it is. For, as 
most of our industrial leaders are now 
urging, England cannot hope to hold her 
own in competition with cheaper labor 
abroad unless her industries are “ration- 
alized,” which means, in practice, a 
reduction in the amount of labor re- 
quired for each unit of output. Out-of- 
date machinery is to be scrapped and 
new machinery introduced which will 
enable one man to do the work for 
which two or three or four are now re’ 
quired. How far this process will suc’ 
ceed in effecting the object aimed at, 
namely, the recovery of foreign markets, 
is somewhat doubtful; for other coun- 
tries have equal opportunities for ra- 
tionalizing their industries, and there is 
every prospect that they will do so. In 
any case the result is likely to be a larger 
world output with less employment of 
labor, and no corresponding growth in 
consumption. 


SERIOUS AGRICULTURAL PROBLEM 


This prospect affects agricultural as 
well as urban industries. In the United 
States of America the agricultural prob- 
lem seems, indeed, to be the more seri- 
ous; so also in Canada. In both these 
countries collective efforts have been 
made to deal with the wheat surplus by 
forming gigantic wheat pools, so that 
the farmer can be saved from throwing 
his wheat on the market at an unprofit- 
able price. But obviously this is only a 
temporary device. It might serve its 
purpose if the excessive abundance of 
wheat were solely due to one year’s 
specially favorable harvest, which would 
be cancelled out by a succeeding poor 
harvest. But the root of the trouble in 
the United States and Canada seems to 
be the wide extension of cultivation at 
low cost as the result of the improve- 
ment in agricultural machinery. As an 
American writer put it in an address 
to a big business association: 
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“Our agricultural problem arises 
from the fact that in many of our im- 
portant lines we produce more than we 
can consume. Consumption cannot be 
materially increased. Thin figures re- 
quire not more wheat but less. Short 
skirts require not more textiles but less.” 


INCREASED OUTPUT OF VARIOUS 
COMMODITIES 


Some interesting figures on the esti- 
mated world production and world con- 
sumption of various staple commodities 
were published in three articles that ap- 
peared in The Economist a year ago. 
Of necessity the figures were to some 
extent speculative, for there is no ex- 
isting means of obtaining an absolutely 
precise record of the total amount of 
cotton or wool, or tin or lead, or rubber 
or tea, produced year by year in differ- 
ent parts of the world. But we may 
accept the authority of The Economist 
as sufficient ground for the assumption 
that the figures are approximately ac- 
curate. A few examples from these 
statistical estimates may therefore be 
quoted. 

Take first, tin. Between 1926 and 
1930 both the production and the con- 
sumption of tin increased, but produc- 
tion kept steadily ahead of consumption, 
with the result that the world’s visible 
supply of tin rose from a monthly aver- 
age of 15,600 metric tons in 1926 to 
43,300 in June, 1930. In the same 
period the London price of standard tin 
fell from £291 per ton to £140, and it 
has since fallen to £109 per ton. 

The case of lead is very similar. Here 
also production in the past four years 
gained on consumption. The visible 
stocks in the U. S. A., Mexico and 
London increased from a monthly aver- 
age of 105,700 metric tons in 1926 to 
137,900 in March, 1930; London prices 
fell in the same period from £31 1s. 6d. 
per ton to £18 18s. 9d., and since to 
£E2. 

As regards raw cotton, the most sig- 
nificant fact seems to be the decline in 
consumption. This brought about last 
year a heavy fall in price. In September, 





1929, the price of “American middling” 
was 10.66d. per lb. and by June, 1930, 
the price had dropped to 7.87d. In 
the same period Egyptian cotton declined 
from 17.70d. to 12.77d. Meanwhile 
the world’s visible stock of raw cotton 
had increased by over 60 per cent, 
During the subsequent twelve months 
the fall in prices has been still more 
catastrophic, until a few weeks ago it 
culminated in the collapse of “American 
middling” to 3.60d. and of Egyptian 
cotton to 6.65d. per lb. 

In the case of wool also the decline in 
consumption seems to have been the out- 
standing factor, with the result that 
stocks accumulated and pprices fell. 
Australian stocks of raw wool increased 
from 874,000 bales at the end of 1927 
to 2,250,000 bales at the end of 1929. 
There were similar increases in New 
Zealand and South Africa. The price 
of Australian wool, 64’s average, fell 
from 45d. per lb. at the end of 1927 
to 20d. in March, 1930, but since then 
the decline has been partially arrested. 

As regards tea, The Economist notes 
that information is incomplete, but the 
figures, such as they are, go to show that 
since 1926 production has increased 
more rapidly than consumption. The 
market for tea has been specially hit by 
the falling off in Russia’s consumption. 
The price of Northern Indian tea at 
London auctions fell from an average 
of 1s. 7d. per Ib. in 1927 to 1s. 1d. in 
July, 1930, and was down to 8.69d. a 
year later. 

The sugar problem has special 
features of its own. The output of cane 
sugar has been steadily increased during 
the past ten years by improved methods 
of cultivation, including scientific seed 
selection. Simultaneously the output of 
beet sugar has been increased by govern- 
ment subsidies and by the stimulation of 
tariffs. Up till 1928, however, this in- 
creased production both of cane and 
beet sugar seems to have been fairly 
balanced by the increase in consumption. 
Then production began to get well ahead 
of consumption; world stocks increased 
and prices fell. This fall in price has 
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hit the West Indies very hard, and they 
have lately appealed to the mother coun- 
try to help them out of their difficulties. 
The trouble is that government interfer- 
ence in such matters tends to increase 
the evil. Each country wants to encour- 


age its own production, and the artificial 
aid given by the state stimulates further 
production, regardless of the condition 
of the world market. 


ARTIFICIAL CONTROL OF SUPPLY 


Nor is the difficulty solved by the 
creation of pools or rings to limit pro- 
duction, as is shown by the story of 
rubber. The over-production of rubber 
in the East Indies led to the establish- 
ment of big schemes for restriction of 
output, but it was impossible to make 
these schemes cover all the regions avail- 
able for rubber production, and the high 
prices that followed restriction stimu- 
lated increased cultivation, especially by 
native growers. It may fairly be argued 
that if there had been no artificial re- 
striction the evil would have tended to 
right itself. The low prices caused by 
excessive production would have stimu- 
lated an increase in the world’s con- 
sumption, and simultaneously they 
would have checked production. 

An interesting example of the disad- 
vantages resulting from schemes for 
holding up supplies by means of pools 
or rings is recorded in last year’s report 
of the directors of the Argentine Great 
Western Railway. Among the goods 
carried by that railway is wine, locally 
produced. In March, 1930, a Wine 
Producers’ Association was formed in 
the Argentine “with the object of ac- 
quiring and placing wine in reserve in 
order to maintain prices at a remunera- 
tive level.” The report states that: 
“This proposal immediately brought 
about a pronounced falling off in 
despatch, as retailers considered prices 
too high and restricted purchases to those 
strictly necessary to meet the reduced 
demand.” That meant a decline in 
business for the railway company, as 
well as for all the other parties con- 
cerned in the transport and sale of 
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Argentine wines. ‘This is, of course, 
only a particular illustration of the gen- 
eral proposition that if the activities of 
one trade are reduced, the depression 
necessarily spreads to other trades. 


LACK OF BALANCE BETWEEN PRODUC’ 
TION AND CONSUMPTION 


We are still faced with the main 
problem: How are we to escape from 
the difficulties which result from the 
present lack of balance between the 
world’s powers of production and the 
world’s capacity for consumption? 
Superficially such a lack of balance 
seems absurd. The producers of wheat 
have bigger stocks than they can dispose 
of, yet simultaneously there are millions 
of people in the world, especially in 
India and China, unable to get as much 
bread as they would like to eat. The 
same contrast applies to manufactured 
goods. Cotton mills, not in England 
only but in many other countries also, 
are producing more cotton cloth than 
they can profitably sell. Meanwhile, 
among the poorer classes all over Europe 
there are myriads of men and women 
and children insufficiently clad. How is 
a better adjustment to be secured? 


RAISING PURCHASING POWER BY 
INCREASING WAGES 


The popular socialist remedy—the 
raising of wages to increase the pur- 
chasing power of the working man— 
has the merit of surface simplicity, but 
it completely ignores fundamental facts. 
Raising the wages of the few handfuls 
of men who guide steam-ploughs or 
steam-harvesters across the prairies of 
Canada or the American Middle West 
is not going to increase the demand for 
wheat; nor will an increase in the wages 
of cotton spinners and weavers increase 
the demand for Lancashire textiles. It 
may, of course, be argued that the higher- 
paid field-worker will buy more cotton 
goods, and the higher-paid cotton opera- 
tive will buy more bread. But this argu- 
ment ignores the fact that the world is 
not a single unit of production for wheat 
or for cotton, or for anything else. The 
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producers in different countries are in 
keen competition with one another. If 
the wages of English cotton operatives 
were raised to any considerable extent 
the trade of Lancashire would be wiped 
out by the cheaper labor of foreign 
countries for it is inconceivable that the 
cotton workers in England, France, Bel- 
gium, Germany, Italy and Czecho- 
Slovakia, in India, China and Japan, 
could ever get together and agree to 
cease competing with one another in 
order that all their wages might be raised. 
Nor, even if such an agreement could 
be reached, would it solve the problem, 
for so far as the purpose of the agree- 
ment was attained and prices rose, con- 
sumption would tend to decline and 
fewer workers would be required. 

As an alternative to the socialist con- 
tention that the problem of unemploy- 
ment can be solved by artificially in- 
creasing wages, we have the equally ill- 
thought-out argument that if population 
were to expand more rapidly there 
would be an increased number of con- 
sumers and consequently a better mar- 
ket for the goods produced. But the 
mere multiplication of mouths and backs 
does not increase the commercial de- 
mand for food and clothing, unless the 
owners of the mouths and backs possess 
the means to pay for the food and cloth- 
ing they want. Until by some miracle 
the masses of the population are all en- 
dowed at birth with comfortable in- 
comes, they can only acquire the power 
to pay for the things they want by 
themselves earning money, and they can 
only earn money by competing in an 
already overcrowded labor market. The 
inevitable result of a rapidly growing 
population among the poorer classes 
must be a lowering of wages, and a fur- 
ther multiplication of the unemployed. 


IMPORTANCE OF THE STANDARD OF 
LIVING 


It is the standard of living that mat- 
ters, not the number of people alive. 
A middle-class family with an income of 
£1000 a year provides ten times as good 
a market for the varied products of in- 
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dustry as that provided by a working- 
class.family living on £2 a week. More- 
over, the well-to-do middle-class family 
will demand a large variety of com 
modities, many of them requiring skilled 
labor for their production, whereas the 
poor families can in the main only af- 
ford to pay for crude necessaries. 

The essence of the world present 
trouble is that there are too many poor 
people seeking employment, and rela- 
tively too few sufficiently rich to pro 
vide employment for the many. In 
earlier centuries death and disease to 
some extent prevented the expansion of 
this evil. The poor remained poor, but 
they also remained few. With the ad- 
vent of steam machinery at the end of 
the eighteenth century the temptation 
of gaining weekly earnings for small 
children working in the mills stimulated 
a sudden uprush of population; but very 
little improvement in the standard of 
life of the wage-earner followed. Had 
the working classes at that period kept 
down their rate of increase they would 
have been able to secure better wages, 
and the machine would have been their 
servant and not their master. The bene- 
fits of machinery to the world might 
have been developed somewhat less 
rapidly, but they would have been more 
widely distributed. 

In the later years of the nineteenth 
century the situation grew better. The 
working classes began to imitate the 
prudence of the upper classes; their 
families became smaller and their stand- 
ard of living rose. The difficulty today 
is that methods of production in the last 
ten or fifteen years have so greatly im- 
proved that fewer manual workers are 
required to meet the demands of indus 
try, yet the working-class population is 
still increasing its numbers, though at a 
slower rate than in previous decades. 
The result is that, taking the world as a 
whole, millions of men and women who 
would gladly be working are compelled 
to stand by. If these work-seekers would 
abstain from producing more work: 
seekers, the problem would begin to 
solve itself. The burden of the family 
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budget would be immediately reduced, 
and that would mean less anxiety to the 
wage-earner and a higher standard of 
living for himself and his wife and his 
smaller family. Later on, the economic 
effect would be still more marked, for 
the number of young persons seeking 
employment would decline, and as the 
process continued the surplus of labor 
would be effectively reduced. 

Many people are today criticizing 
Malthus because the shortage of food 
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which he prophesied would occur, if 
population continued to increase with- 
out control, now seems far out of sight. 
But this does not mean that Malthus 
was wrong in insisting on the need for 
the prudential control of population. All 
it means is, that whereas he laid stress 
on the danger of starvation as the ulti- 
mate result of overpopulation, what we 
now find is that overpopulation means 
widespread unemployment with result- 

ing misery to millions of people. 
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weeks held the attention of the 
world. Continued heavy | with- 
drawals of gold from the Bank of Eng- 
land caused such growing apprehensions 
of the stability of British credit that by 
the end of August it became necessary 
to take immediate and drastic action to 
prevent excessive depreciation in the 
value of the pound sterling. As the 
desired steps to bring this about could 
not receive the assent of the Labor 
cabinet, a new national government was 
formed, the members of the cabinet 
being composed of Mr. MacDonald, 
Prime Minister, and Mr. Snowden, 
Chancellor of the Exchequer—both 
members of the Labor Party, and of rep- 
resentative men from the Conservative 
and Liberal parties. Early in September 
the new cabinet was organized and pre- 
sented its program to the House of 
Commons, which sustained the Govern- 
ment by a substantial majority, and also 
authorized the putting into effect of cer- 
tain measures by order in council, with- 
out requiring the assent of Parliament. 
Mr. Snowden brought his budget before 
the House of Commons on September 
10, and his proposals were at once ap’ 
proved. His estimates placed the deficit 
of the present fiscal year (to March 31, 
1932) at £74,000,000, and for the next 
fiscal year at £170.000,000. By sharp 
curtailment of expenditures and drastic 
increase of taxation it is proposed to 
show a surplus of approximately 
£1,500,000 in each of these fiscal years. 
The promptness and courage dis- 
played by British statesmen in meeting 
the exigencies of a severe crisis have 
justly received widespread praise. To 
stay the depreciation in the pound ster- 
ling, it was necessary to take immediate 
measures for balancing the budget; so 
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that world confidence in British credit 
might be maintained, and a large loan 
secured. Concurrently with the an- 
nouncement of the new financial policy, 
a loan of $400,000,000 was procured, 
one-half from France and an equal 
amount from America. This loan 
promptly checked the fall in sterling 
and, coupled with the action of the Gov- 
ernment, did much to restore confidence. 

But misgivings as to the country’s 
financial future are still heard. Specula- 
tion exists as to whether the increased 
taxation, heavy as it is, will meet the 
necessities of the Treasury, especially if 
the added taxation should result in a 
further decline of industry and trade. 
Should the present depression continue, 
or increase in intensity, the expected 
revenues could hardly be realized. And 
the cut of 10 per cent. in the “dole” 
would be offset by the increased number 
of unemployed, making greater demands 
on that fund. On the other hand, should 
business improve and unemployment de- 
crease, the outlook for a fulfillment of 
Mr. Snowden’s budget estimates would 
be brighter. 

Nor is it impossible that the heavy 
taxes imposed may drive capital out of 
the country, to seek shelter where im- 
posts are less burdensome. Most likely, 
after the present emergency has been 
provided for, Parliament will have to 
give consideration to a fiscal policy in 
which a protective tariff will be used as 
a measure to produce additional revenue 
and to furnish the protection which 
many believe essential to the prosperous 
restoration of British industry. The 
adoption of such a policy will require 
the approval of the voters at a general 
election. 

Meanwhile, it can be said that Great 
Britain has faced its crisis with energy 
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and dispatch. And for the time being 
the measures adopted have proved effec- 
tual. Larger problems lie ahead. To 
solve them will call forth the sterling 
qualities of the British people. 

Aside from these dramatic events in 
England, the month past displays no 
startling developments. There has been 
a mild revolution or mutiny in Chile, 
quickly suppressed; Cuba has quieted 
down; Germany seems to be marking 
time, giving her creditors the oppor- 
tunity of making the next move; the 
World Court has adjudged the proposed 
customs union between Austria and 
Germany illegal—a decision announced 
after the plan was abandoned; France is 
moving in the direction of an economic 
and political understanding with Ger- 
many; Italy is working in behalf of a 
measure of disarmament prior to the 
Disarmament Conference to be held at 
Geneva next year. 


GREAT BRITAIN 


As indicated above, Great Britain has 
of late been sorely tried by repercussions 
on the London money market, arising in 
part from that center’s intimate connec 
tion with world trade and finance. This 
difficulty has been increased by recent 
revelations of a budget deficit in the 
present fiscal year amounting to some 
£120,000,000. Steps taken to meet this 
situation have already been mentioned. 
For the time being, the crisis has been 
tided over, but it is realized that addi- 
tional measures will have to be taken 
before entirely sound conditions are re- 
stored. England is not only suffering, 





in common with other lands, from the 
long-continued and severe depression, 
but from serious unemployment and de- 
clining trade ante-dating the beginning 
of the world-wide depression. States- 
men, financiers and leaders in industry 
are grappling with these problems with 
an earnestness that presages their final 
solution. One great source of British 
financial strength has been in the ability 
to keep up a steady flow of investment 
capital into domestic and foreign enter- 
prises. How this situation has changed 
of late may be seen from the following 
figures of new capital issues, as com- 
piled and published by the Midland 
Bank, Limited of London. 


NEW CAPITAL ISSUES IN THE UNITED 
KINGDOM 


These compilations of issues of new 
capital, which are subject to revision, 
exclude all borrowings by the British 
Government for purely financial pur- 
poses, shares issued to vendors, allot- 
ments arising from the capitalization of 
reserve funds and undivided profits, 
issues for conversion or redemption of 
securities previously held in the United 
Kingdom, short-dated bills sold in antici- 
pation of long-term borrowings, and 
loans by municipal and county authori- 
ties except in cases where there is a 
specified limit to the total subscription. 
They do not include issues of capital by 
private companies except where particu- 
lars are publicly announced. In all cases 
the figures are based upon the prices 
of issue. 
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THE BRITISH 


OVERSEAS BANK 
LIMITED 


Capital Authorized. . . .£5,000,000 
Issued and Paid-up. . . .£2,000,000 
Reserve Fund £225,000 


Through its world-wide connections 
and agencies the Bank is able to offer 
to its clients at home and abroad ex- 
ceptional facilities in foreign exchange 
and in the financing of every form of 
foreign trade, and also to provide up- 
to-date credit reports and information 
as to international business conditions. 
Correspondence invited. 


33, GRACECHURCH STREET 
Lombard Court, LONDON, E.C. 3 


Telegraphic Address: ‘‘Saesrevo, London.”’ 


Affiliated Institution in Poland : 
Anglo-Polish Bank, Limited, WARSAW 


SUMMARY TABLE OF New CaPITAL 
IsSUES IN THE UNITED KINGDOM 
Month of 8 months to 
August August 31 
£ 


14,807,000 


9,855,000 
3,059,000 


£ 

123,384,000 
294,510,000 
134,632,000 
187,871,000 
145,691,000 
131,217,000 
142,455,000 
159,844,000 
196,818,000 
250,948,000 
221,347,000 
164,852,000 

77,766,000 


1,480,000 
2,230,000 
6,512,000 


Figures given in this compilation 
show the distribution of capital in the 
United Kingdom, India, other British 
countries and foreign. Issues in the 
United Kingdom were £140,169,000 for 
the eight months of 1929, £90,221,000 


for 1930, and £31,809,000 for 193}. 
While there was thus a sharp decline in 
domestic issues, the foreign issues were 
well maintained until the present year. 
They were as follows: eight months of 
1929, £31,772,000; 1930, £31,985,000; 
1931, £9,236,000. 

The decline in domestic issues re- 
flected the depression in British trade 
and industry, but the falling off in for- 
eign issues was due to causes other than 
the shortage of capital available for out- 
side investing. It was due chiefly to 
the disturbed conditions in many coun- 
tries, which closed many sources of safe 
and profitable lending. 

DECLINE IN INDUSTRIAL ACTIVITY 

Industrial activity in the United King- 
dom, as estimated by the Board of Trade, 
was 3.1 per cent. smaller in the second 
quarter of 1931 than in the first quarter 
of the year, and 10.7 per cent. smaller 
than in the second quarter of 1930. The 
index of manufacturing production for 
the United Kingdom, as estimated for 
the second quarter of 1931, shows a de- 
crease of 11.2 per cent. compared with 
the second quarter of 1930. But for like 
periods both Germany and the United 
States show even larger reductions, in- 
dicating that, relatively, the United 
Kingdom is feeling the effects of the 
crisis less acutely than some other coun: 
tries. 


FRANCE 


The favorable financial situation of 
France is reflected in the figures show 
ing the marked decrease in the short 
term and floating public ‘debt, the 
amounts being as follows on the dates 
named, in millions of francs: 

Dec., 1926 Oct., 1930 
Long term 162 202 
Short term 22 
Floating 37 


Not only was there a marked reduc 
tion in the floating debt, but the aggre 
gate debt was less on the latter date by 
some 36 millions of francs. 
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Backed by an experience of nearly eighty years, and thoroughly familiar with 
local business conditions, we are in an exceptionally favorable position to under- 
take commercial banking, fiduciary and trustee business of every description in 
the Philippine Islands. 

With our Head Office in Manila, conceded to be the chief distributing center of 
the Far East, and with connections extending all over the world, amongst which 
are the strongest and best known foreign banks, we are prepared to act as an 
intermediary in the dealings between foreign centers and a country which, like 
the Philippines, is developing rapidly and offers considerable opportunities to the 
foreign exporter, merchant, and investor. 

Careful and close attention given to the collection business of foreign banks. 
Inquiries and correspondence invited. 


Che Bank of the Philippine Jalands 


ESTABLISHED 1851 
AUTHORIZED CAPITAL, P10,000,000.00 
CAPITAL FULLY PAID AND RESERVES, OVER P7,000,000.00 
(ONE U. S. $=TWO PESOS) 


Cable Address: 
BANCO 


HEAD OFFICE: 
10 Plaza Cervantes, Manila 


Branches in CEBU, ILOILO and ZAMBOANGA 


FULGENCIO BORROMEO 
RAFAEL MORENO . 


P. J. CAMPOS 
D. GARCIA 
di S. FREIXAS . 
J. M. GARCIA 
V. J. JIMENEZ . 
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FAVORABLE RECEPTION OF THE BRITISH 
CREDIT 


Both the banks and the public of 
France gave a favorable reception to the 
recent British credit for $400,000,000, 
half of which was placed in France and 
half in America. The loan was made 
half by the French banks in the form of 
a credit, and an equal amount in British 
Treasury bills bearing 4/2 per cent. in- 
terest. 

On the foreign trading account for 
the first seven months of this year there 
was an adverse balance of 8,183,500,000 
francs, compared with 4,758,500,000 
francs in the like period of 1930. The 
normal excess of imports over exports 
before the war was about 20 per cent. 
The difference on the first seven months 
of the current year represents an un- 
favorable balance of some 30 per cent. 


GERMANY 


Conditions in Germany have, natu- 
tally enough, shown considerable im- 


° - President 

° ° Vice-President and Secretary 
Vice- President and Mgr. Foreign Dept. 
. ° - Cashier 
° Vice- President and Auditor 
- Manager, Cebu Branch 
Manager, Zamboanga Branch 


provement of late. This means that the 
reparations moratorium and other ex- 
pedients resorted to in order to stay the 
downward tendencies of the mid-summer 
crisis have proved effective. Discount 
rates are falling, and some of the restric- 
tions imposed are being relaxed. The 
Berlin Bourse which had been closed 
since July 11, reopened on September 3, 
and while prices of leading German se- 
curities showed a marked decline from 
the July figures, there was a substantial 
recovery of prices in the first week's 
trading. Although the note reserve of 
the Reichsbank has recently shown an 
increase, the rate for call money early 
in September still ranged from 834 to 
9VY per cent. 


BETTER RELATIONS WITH FRANCE 


The strained relations between Ger- 
many and France, which profoundly af- 
fect the economic situation of Europe, 
give some signs of being eased. Foreign 
Minister Curtius, in a recent speech, 
bluntly declared that he was ready to 
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BANCO DE MEXICO 


MEXICO CITY 


Cable Address: BANXICO 
pital 


P. O. Box 98 Bis 
Resources 


Ca 
100,000,000" Mexican Gold Over $200,000,000 Mexican Gold 


The Only Bank of Issue in the Republic of Mexico 


BRANCHES: 
Nuevo Laredo, Tamps. 
Oaxaca, Oax. 
Parral, Chih. 
Piedras Negras, Coah. 
Puebla, Pue. 


Aguascalientes, Ags. 
Chihuahua, Chih. 
Ciudad Ju4rez, Chih. 
Cuernavaca, Mor. 
Durango, Dgo. 
Guadalajara, Jal. 


Leén, Gto. 
Mazatlan, Sin. 
Mérida, Yuc. 
Monterrey, N. 
Morelia, Mich. 
Navojoa, Son. Saltillo, Coah. 
Nogales, Son. San Luis Potosi, 8.L.P. 


THE STRONGEST BANK _ IN MEXICO 


OVER SIX HUNDRED CORRESPONDENTS THROUGHOUT THE REPUBLIC 
AND FOREIGN CORRESPONDENTS ALL OVER THE WORLD 


Member of the American Bankers Association 


This Bank issues Foreign Drafts, Travelers Cheques, Travelers Letters of Credit, 
Commercial Letters of Credit for financing Imports and Exports, Mail and Cable 
Transfers to the United States and Europe, Foreign Collections handled and reimbursed 
promptly, Foreign and Mexican Money bought and sold at best market rates. Transacts 
a general business in its capacity of Bank of Deposit and Discount. Interest credited 
on balances in Mexican Gold and Silver, Dollars and European money. 


ISSUES CERTIFICATES FOR THE PAYMENT OF IMPORT AND EXPORT DUTIES 


The BANCO DE MEXICO issues Travelers Cheques in Mexican Silver, payable 
free of charge by the head office in Mexico City, their 26 Branches and numerous 
Correspondent Agents located in the principal cities and towns in the Republic of 
Mexico. These cheques are received in payment of services by all Mexican Federal 
offices, namely: Custom House, Post Office and Telegraph, also by Railways, Cable 
Offices and leading Hotels. 


INFORMATION BUREAU FOR TOURISTS IS MAINTAINED 
ITS FOREIGN DEPARTMENT CORDIALLY INVITES YOUR CORRESPONDENCE 


ETM 


Tampico, Tamps. 
Tapachula, Chis. 
Toluca, Méx. 
Torreén, Coah. 
Veracruz, Ver. 


Villahermosa, Tab. 
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follow the leadership of M. Briand of 


France in the search for world peace. 


SOME BANKING CHANGES 


At the annual meeting of the Dresd- 
ner Bank, on August 29, it was de- 
cided to issue preferred shares. The 
Reich will pay in the present value of 
the 300 million reichsmarks of 7 pet 
cent. preferred shares through 7 per 
cent. treasury certificates. One hundred 
million reichsmarks of these certificates 
fall due on August 1, 1932, at 101 per 
cent., 100 millions a year later at 102'4 
per cent., and the remaining 100 mil- 
lions two years later at 104 per cent. 
The obligation resting upon the bank to 
pay dividends on the preferred shares 
is compensated for by the agio on the 
repayments. In addition to this, the 
Reich pays interest on the treasury cer- 
tificates from August 1, 1931, whereas 
the preferred shares are not entitled to 
dividends until January 1, 1932. 

The Reich intends to carry on the 
bank as a private undertaking. Of the 
forty-four members of the board of di- 
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rectors, fifteen have resigned and were 
replaced by eight representatives of the 
Reich. Director Ritscher, of the Reichs- 
Kredit-Aktiengescellschaft, has accepted 
the chairmanship of the credit committee. 
A new member of the board of managers 
has been appointed in the person of Herr 
Goetz, former director of the Commerz: 
Bank. To the rumors of a coming 
fusion of the Dresdner and the Danat 
Bank there has now been added, 
through these new elections, the story 
of a fusion of the Dresdner and the 
Commerz-Bank. This talk is regarded 
as premature, the new elections being 
based on personal grounds, and do not 
indicate co-operation of the two banks. 


FUTURE PROSPECTS 


In its review of Germany's economi: 
development during the first half of the 
year 1931, the Reichs-Kredit-Gesell- 
schaft-Aktiengesellschaft has the follow 
ing to say regarding future prospects: 

“During the early part of the year 
the downward trend of business in Ger’ 
many as well as the rest of the world 
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had been slackening its pace, and in 
some instances had come to a standstill. 
There was accordingly some basis for 
hoping that economic conditions had 
reached the turning point and that a 
period of slow recovery lay ahead. In 
the second quarter, however, fear has 
again overrun the-dams almost every- 
where. This was especially true in 
June, when the policy of ‘sauve qui peut’ 
threatened to overthrow the principle of 
international co-operation and to inflict 
a new and serious setback on economic 
progress. Fear was about to disrupt in 
a single instant the relationships grad- 
ually built up during the past five years 
to the advantage and mutual benefit of 
all. Already a new and drastic price 
decline had begun to develop, which in- 
cluded important commodities as well as 
security values all over the world. A 
new wave of uncertainty threatened to 
engulf business confidence, and it be- 
came doubtful whether business men 
would even be willing to maintain op- 
erations at prevailing low levels and con: 
tinue to look about for sales opportuni- 
ties. The world’s economic organism 
was in danger of inflicting new and sub- 
stantial losses on itself from sheer panic; 
nations were about to forget that they 
can survive only through co-operation, 
and that co-operation alone can assure 
the success of any form of labor and the 
permanent stability of any kind of cap- 
ital values. 

“The proposal of the President of the 
United States, in regard to which ne- 
gotiations are still under way at the 
present writing, opposes the policy of 
‘sauve qui peut’ with the policy of in- 
ternational co-operation. Even though 
the Hoover plan has not yet been put 
into effect, it has already provided a new 
stimulus to business enterprise and has 
encouraged buying, not only in the se- 
curity markets, but also in important 
world commodities. The business men 
of all nations have demonstrated by their 
spontaneous action how much the events 
of the past few months had been gov- 
erned purely by fear, and how neces 
sary a decision, such as that about to be 
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taken by the political creditor nations 
was, in order to prevent a further re- 
cession in international trade and com- 
merce. Truly, the stupendous signifi- 
cance of the American proposal for a 
world debt moratorium must not be un- 
derestimated. 

“To be sure, the temporary suspen- 
sion of intergovernmental debt payments 
does not obviate the necessity for ad- 
justing all charges and services to the 
completely altered level of values. It 
cannot in one stroke bring the economic 
systems of all nations into line with the 
world’s greatly expanded productive ca- 
pacity, nor can it immediately recall the 
unfortunate consequences of the mal- 
distribution of capital. On the contrary, 
hard work and manifold deprivations 
still lie ahead of Germany, as well as 
the other countries; better understand- 
ing and a higher degree of co-operation 
will be necessary if sustained improve- 
ment in employment and in the exchange 





Business with Ecuador, South America 


The sound development of your business demands the services of a 
bank which, through an intimate knowledge of the market with which 
you operate, is qualified to furnish you, at any time, with an accurate 
information regarding your prospective clients there. 


Our wide connections in the Ecuadorian market place us in a posi- 
tion to provide our friends with reliable data regarding local firms and 
give them an efficient service in the handling of their collections. 


We invite correspondence. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Guayaquil — Ecuador — South America 


of commodities is to be achieved. How- 
ever, it is highly probable that the more 
dangerous elements of the depression 
have now been eliminated, and that a 
gradual adjustment process will be ef- 
fected, the initial results of which will 
be severe competition, reduced income, 
and a low level of employment.” 


ITALY 


There are no significant recent changes 
in conditions in Italy but enactment of 
extensive programs for public works 
during the winter months and increases 
in import duties indicate that the gov- 
ernment is taking steps to meet the pres- 
ent situation. Credits have been further 
restricted and collections are reported as 
increasingly difficult. Both retailers and 
wholesalers are holding considerable cus- 
tomers’ paper which need repeated ex- 
tensions, and both branches of trade are 
thus placed in a difficult position. The 
three public works programs announced 
between August 25 and September 2 are 
expected to provide winter employment 
for 300,000 laborers and carry provisions 
for expenditures of over 3,600,000,000 
lire. These include orders for railroad 
rolling stock amounting to 489,000,000 
lire, other railway materials, 431,000,000 
lire, work on ways and structures, 424,- 
000,000 lire, making a total outlay for 
the state railways of 1,344,000,000 lire. 
An allotment of 606,000,000 lire has 
been made for road maintenance and re- 
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pairs, and reclamation projects are to 
consume 610,000,000 lire. 
FOREIGN TRADE 

For the first five months of the present 
year total net tonnage of imports de- 
clined by 1,731,619 metric tons, while 
exports increased by 11,280 metric tons. 
The adverse balance of trade at the end 
of June stood 1,500 million lire, as 
against 3,009 million lire at the end of 
June, 1930. As a means of restricting 
the importation of wheat, the duty on 
that grain has been raised from 870 lire 
per ton to 929 lire, and there is a strict 
enforcement of the decree requiring 
millers to use 95 per cent. of home: 
grown wheat. 


FINANCIAL CONDITIONS 


Current receipts in June exceeded cur- 
rent expenditures, thus reducing the 
budget deficit, which stood at 895.8 mil- 
lion lire on June 30. 

The treasury liquid cash balance on 
June 30 amounted to 3,748.4 million lire 
as against 581.6 million at the corre 
sponding date of 1930. At the same 
date the treasury statement showed an 
adverse balance of 3,406.8 million lire 
in 1931 as against 5,638.8 million in 
1930, an improvement of 2,231.9 million 
lire having thus been secured during the 
twelve months. 

At the end of June the gold reserve 





BANCO DE PONCE 


PONCE, PORTO RICO 


CAPITAL and SURPLUS, over ... 


$1,400,000.00 


Porto Rico's average yearly business 
with the continental United States 
aggregates over $150,000,000.00. 
This total represents more than 90% 
of all the Island's foreign business. 


We invite the correspondence of 
Banks, Bankers and Exporters to 
place our facilities at their disposal 
for the efficient handling of their 


transactions with this Island. 


of the bank of issue showed an increase 
of 49.8 million lire over the previous 
month and of 160.3 million over the 
corresponding date in 1930, but the gold 
exchange reserve had fallen by 135.1 
million as compared to the end of May 
and by 969.9 million as compared to the 
previous year; at the same dates the note 
currency had fallen by 39.1 million lire 
and by 1,262.9 million, respectively. The 
cover of total sight liabilities on June 30 
stood at 56.35 per cent. as against 57.27 
per cent. at the corresponding date of 
1930. 


CZECHOSLOVAKIA 


The statement of Czechoslovakia’s 
balance of payments for 1930 shows 
revenue of 20,149 million crowns and 
expenditure of 18,466 million crowns, 
leaving a surplus of 1,683 million 
crowns. The turnover was by 10 per 
cent. smaller than in 1929 and by 11.5 
per cent. less than in 1928. These two 
years were marked by an_ industrial 
boom. 

Foreign trade, which is the most im- 
portant item in the balance of payments, 


resulted last year in a considerably larger 
export surplus than in 1929. Exports 
were valued at 17,474 million crowns 
and imports at 15,715 millions, leaving 
an export surplus of 1,759 million 
crowns. The corresponding figures of 
1929 were exports 20,499 million crowns 
and imports 19,988 millions, export sur- 
plus 511 millions. 


PRICE INDEX 


Wholesale prices in. Czechoslovakia 
again showed an upward tendency last 
month, the index figure on July 1, ex- 
pressed on a gold basis, being 112.1 com- 
pared with 108.7 on June 1. Foodstuffs 
rose from 104.8 to 111.0, while feeding 
stuffs remained stationary, resulting in 
an increase of 5.6 per cent. for the two 
groups. The index figures for industrial 
products in general continued to fall 
slightly. 

UNEMPLOYMENT 


A further decrease in unemployment 
by about 30,000 shown in the figures 
published by the Ministry of Social Wel- 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 
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Paid up _ capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 
The National City Bank of New York, Guaranty Trust Company of New York 
and Irving Trust Company 


fare for the month of June. Although 
unemployment is still abnormally high, 
the figure for June is the lowest re- 
corded since the beginning of the year. 


CREDIT INSURANCE 


The law for insuring credits for ex- 
ports recently passed by parliament in 
an amended form, became operative on 
July 25. According to its provisions the 
exporter must accept 35 per cent. of the 
risk, and the government guarantee for 


exports to foreign governments and pub- 


lic bodies is limited to 600 million 


crowns. 
INCREASE IN INSOLVENCIES 


The number of insolvencies in June 
showed a slight increase in bankruptcies 
and a reduction in compositions, com- 
pared with the previous month. There 
were 93 cases of bankruptcy, with assets 
of 9.8 million crowns and liabilities of 
18.9 millions, and 370 arrangements with 
creditors with assets of 62 million crowns 
and liabilities of 110 millions. 


THE NETHERLANDS 


Foreign trade of The Netherlands for 
the first six months of 1931 showed im- 
ports valued at 987,773,000 florins and 
exports 677,171,000 florins. For the 
corresponding period of 1930 the im- 
ports were valued at 1,276,245,000 
florins and exports at 879,757,000 florins. 

For the six months, January-June, 
1931, government revenues amounted to 
232,914,703 florins, compared with 259,- 
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742,462 florins for the first six months 
of 1930. The receipts fell only 2,033,- 
422 florins below the official estimate. 


THE NETHERLANDS BANK 


The bill discountings of the Nether- 
lands Bank in the business year 1930-31 
amounted to florins 175.83 millions, as 
against florins 506.82 millions a year 
ago; the treasury bill discountings were 
florins 20.55 millions, as against florins 
205.60 millions. The holdings of bills 
kept a level between 55.37 and 45.06 
millions, and the holdings of foreign ex- 
changes were between 250.67 and 204.21 
millions. New loans against securities 
came to florins 20.75 millions, which is 
florins 26.16 millions less than they were 
in the year before. The loans in cur- 
rent account—not counting the advances 
to the state—fluctuated between 84.99 
and 23.87 millions. The stock of metal 
at the end of the preceding business year 
had been florins 459.87 millions and at 
the end of the year under review it was 
florins 479.80 millions. At the end of 
March, 1931, it consisted of 92.96 per 
cent. of gold (in 1930: 93.94 per cent.) 
and 7.04 (6.06) per cent. of silver. The 
average circulation of notes was florins 
824.03 millions as against florins 817.32 
millions in the year before; the highest 
and lowest figures were 882.05 and 
790.92 millions, respectively. The clear 
ing business amounted to florins 35. 
981.67 millions, as against florins 41. 
076.84 millions. The net profit of the 
institution only amounts to florins 5.03 
millions as against florins 13.68 millions 
a year ago. This reaction is not to be 
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mentary items on Belgium 


Capital Subscribed . 
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attributed to losses, but to a diminution 
of the profits in nearly all branches of 
business, except commissions. Discount- 
ings owing to the low rates of interest 
dropped most of all and from the same 
reason loans against securities greatly 
diminished. The dividend was fixed at 
7.2 per cent. as against 12 per cent. 


DENMARK 


The foreign trade for the first half of 
1931 showed imports valued at 721,- 
000,000 Kr. and exports 678,000,000 
Kr. For the same period last year the 
imports were valued at 873,000,000 Kr. 
and exports 810,000,000 Kr. 

The total balance sheet of all Danish 
banks (with the exception of the Na- 
tionalbank) aggregated Kr. 2,932,000,- 
000 at the end of June, or Kr. 60,000,- 
000 more than at the end of May. De- 
posits were increased by Kr. 6,000,000 
to Kr. 2,052,000,000, and loans by Kr. 
26,000,000 to Kr. 1,822,000,000. At 
the same time the cash in hand was in- 
creased by about Kr. 20,000,000. These 
changes were counterbalanced partly by 
a reduction of the holding of bonds and 
shares by Kr. 15,000,000 and partly by 
an increase of the debts to the National- 
bank and the credit balance of the sav- 
ings banks by Kr. 18,000,000. 


NORWAY 


Wage adjustments in industry have 
caused conflicts between employers and 
employes, lasting since April, and this 
has seriously affected the country’s ex- 
port trade. Although unemployment 
fisures are far in excess of those of 1930 


Frs. 60.000.000 
Frs. 41.000.000 
Frs. 21.500.000 


Branches: 
BRUSSELS OSTEND 


CORRESPONDENTS 
AT ALL BANKING POINTS 


and 1929, there has been a marked sea- 
sonal decline since the beginning of the 
present year, the number of unemployed 
falling from 28,596 in January to 25,- 
206 in May and 20,869 in July. 


ESTONIA 


There was a favorable balance in 
Estonia’s foreign trade for the first six 
months of 1931, amounting to 3,620,000 
crowns as against an import surplus of 
6,150,000 crowns for the same period of 
last year. Imports decreased 40 per 
cent. in value or from 51,160,000 
crowns to 30,650,000 crowns, while ex- 
ports dropped from 45,010,000 crowns 
to 34,270,000 crowns—a 24 per cent. 
decline. In the principal import groups, 
foodstuffs showed the greatest decline, 
due chiefly to lower imports of grain 
and flour following the good domestic 
grain crops of 1930. The actual figures 
for imports of foodstuffs were 5,450,000 
crowns as against 13,960,000 crowns. 
during January-June a year ago. Im- 
ports of raw material and semi-manufac- 
tured goods totaled 9,030,000 crowns as 
against 14,070,000 crowns, and manu- 
factured goods were valued at 16,140,- 
000 crowns as compared with 23,030,- 
000 crowns for the first six months of 
1930. 

The reduced value of exports was due 
partly to lower prices and partly be- 
cause of lower exports of lumber, ply- 
wood, paper, flax, cotton yarn, cotton 
fabrics and matches. Exports of agri- 
cultural products, with the exception of 
eggs, increased over the previous year. 
(One Estonian crown equals $0.268.) 
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FINLAND 


According to the Nordiska Forenings- 
banken, in Finland economic life was 
marked during the second quarter by 
continued reserve. There was still little 
inclination to buy and although local 
production and imports were greatly 
limited, it was not possible to reduce 
stocks to the necessary extent every- 
where. The exporting industries were 
also not fully occupied. Banking busi- 
ness proceeded without any disturbance, 
but there was practically no increase in 
deposits during the quarter. It can be 
said, therefore, that during the last few 
months the depression continued in Fin- 
land and spread to some extent, but that 
it did not grow more profound. The 
business world has so far been able to 
adapt itself to the less favorable condi- 
tions, on the whole, and losses of any 
great extent have been avoided. 


POLAND 


For the first four months of the pres- 
ent fiscal year (April to July) total re- 
ceipts of the government were 797,273,- 
000 zlotys, and expenditures 899,499,- 
000 zlotys, a deficit of 102,226,000 
zlotys. It is the hope that later months 
will show an increase in the receipts, 

According to statistics compiled by the 
Central Office of Statistics, total imports 
into Poland during the first six months 
of 1931 aggregated in value 804,954, 
000 zlotys (approximately $90,315,000). 
Exports during the same period aggre- 
gated 950,172,000 zlotys ($106,609,- 
000). 

These figures do not give the exact 
picture of Poland’s foreign trade, inas- 
much as due to the decline of commodity 
prices the value of the foreign trade has 
dropped correspondingly. It is, there- 
fore, necessary to examine the figures of 
the volume of the merchandise. These 
figures show imports aggregating 1, 
431,532 tons, a decrease of 293,758 tons 
or 17.3 per cent. in comparison with the 
first six months of 1930, while exports 
totaled 8,590,942 tons, a decrease of 
only 152,711 tons, or 1.75 per cent. 

The above facts indicate that in spite 
of the depressed conditions throughout 
the world Poland was able to hold her 
position on the international markets, 
while the comparatively small decrease 
of imports is a proof that the purchasing 
power of Poland’s population is less af- 
fected than that of other countries. 

Statistics compiled by the Minister of 
Finance show that on July 1 the public 
indebtednes of Poland was $525,644,- 
496 owed abroad, and the internal debt 
$47,300,000. The per capita debt on 
January 1, 1929, was only $15.25, which 
was much below that of a number of 
other countries. The largest outside 
creditor is the United States followed by 
France and Great Britain. 


ARGENTINA 


As reported by Ernesto Tornquist & 
Co., the economic situation in Argentina 
continues to be overshadowed by the ab- 
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normal conditions prevailing throughout 
the world. This notwithstanding, there 
has been a considerable increase in the 
volume of exports of cereals and linseed 
and the balance of foreign trade shows a 
surplus in favor of this country. Im- 
ports continue to decline. 

The gross receipts of the railways have 
improved somewhat during the last 
quarter. Exports of wool during the 
first nine months of the season are the 
highest for the last four years. Exports 
of chilled and frozen meat show a 
slightly downward tendency. The 
freight market has been active, although 
rates have dropped slightly. Prices for 
sugar on the internal market remain at 
a fairly satisfactory level. Exports of 
hides during the first five months of this 
year have declined and prices are lower. 
Bad weather and the low prices obtain- 
able have caused a decrease in the cot- 
ton crop. Certain local industries are 
benefiting by the depreciation of the ex- 
change which enables them to secure a 
greater share of the home market. 

Public revenue is on the decline. 
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Business on the stock exchange is more 
restricted and quotations of bonds and 
shares have dropped somewhat. 

The clearing-house returns are lower 
than last year. On the other hand, lia- 
bilities declared in bankruptcy are lower 
than those for the previous quarter. 

Taken as a whole, the prospects for all 
branches of the country’s activities are 
favorable but the unprecedented drop in 
the prices of all products and the re- 
duced purchasing power of consuming 
countries continue to weigh heavily on 
the national economy. 


ARGENTINA'S TRADE BALANCE 


Returns for the first seven months of 
1931 of the foreign commerce of Argen- 
tina show a striking change for the bet- 
ter in the country’s balance of trade. 
According to these returns, which have 
been submitted to the Minister of Fi- 
nance by the statistical office of the na- 
tion, the value of Argentine imports for 
the period from January 1 to July 31 of 
the present year was $333,743,114 
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(gold), as compared with $444,588,743 
in the corresponding period of 1930. 
Thus there was a reduction this year of 
$110,845,629. Exports in the same 
period of 1931 were $383,852,964, 
against $394,685,043, a reduction this 
year of $10,832,079. The significance 
of these figures lies in the fact that al- 
ready in the current year there is a 
favorable balance of $50,109,850, as 
against an unfavorable balance of $49,- 
903,700 for the corresponding seven 
months of last year. 


PAYMENT OF AMERICAN LOAN 


The $50,000,000 one-year certificates 
due in New York October 1 were met 
by a shipment of $20,000,000 in gold 
and a new loan for approximately $30,- 
000,000. 


BRAZIL 


Suspension of the service of the sink- 
ing fund on its external loans, other than 
the two funding loans and the 7!4 per 


cent. 1922 coffee security bonds issued 
in London was recently announced by 
the Brazilian government. By suspend- 
ing this service Brazil will be relieved of 
the necessity of making foreign remit- 
tances to the amount of some $15,- 
000,000 annually. 

The present is the third time within 
the last thirty-three years that the Bra- 
zilian government has found it neces- 
sary to suspend the sinking funds on her 
externa! debt. In 1898 a suspension took 
place that lasted for eleven and a half 
years, and at the outbreak of the Great 
War in 1914 there was a lapse in the 
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service which lasted thirteen years. On 
both these occasions the government sus- 
pended interest payments in cash on the 
majority of its loans, payment each time 
being made in interest-bearing paper for 
a period of ‘three years—hence the ex- 
istence of the 5 per cent. funding loans 
of 1898 and of 1914 


AUSTRALIA 


Plans agreed upon at the recent 
premier’s conference continue to inspire 
confidence in Australian business circles, 
though much depends upon the success- 
ful conversion of the public debt. Sea- 
sonal conditions continue excellent in 
pastoral and agricultural regions but the 
excessive rains have reduced wheat 
acreage somewhat. Government reve- 
nues continue to shrink and further re- 
cessions in trade have resulted from 
decreases in total wages, smaller govern- 
ment expenditures, lower company earn- 
ings and less construction activity. Gov- 
ernment bonds have improved slightly 
and exchange is easier due to the con- 
tinuation of a favorable trade balance, 
but banks have not changed quotations. 
The note issue has been increased to 
£5 1,653,000 and owing to recent large 
exports of gold, the ratio has been re- 
duced to 201% per cent. The premier 
of New South Wales has introduced a 
measure providing for the reopening of 
the State Savings Bank, which was closed 
some time ago. Construction permits 
issued at Sydney and Melbourne during 
July were approximately 50 per cent. 
less than for the same month last year. 
Iron and steel production was 45 per 
cent. less than for July, 1930. 
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Te BANK OF MONTREAL, 
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dependable banking service in every important 
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with Canada. 
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Current Conditions in Canada 


F conditions in Canada during 
() the past month,” says the Sep- 

tember 23 Business Summary of 
the Bank of Montreal, not much better 
can be said than that trade marked 
time. 

“Such indices as bank clearings, car 
loadings, railway receipts and bank loans 
all betoken continued shrinkage in the 
volume of trade, but some of the de- 
crease in value is attributable to lower 
prices. Notice deposits in the chartered 
banks are $50,000,000 larger than a year 
ago, assuredly not a sign of an impover- 
ished people, but there is lack of con- 
fidence in business ventures to be re- 
moved before investment is made and 
undertakings begun. 

“An event of the month has been the 
shipment of the first wheat cargoes to 
Europe from the Port of Churchill, thus 
inaugurating the Hudson’s Bay route. 
Upon this project upwards of $30,000,- 


000 have been spent, and the outlay 
upon the route in the way of providing 
aids to navigation and other essentials is 
likely to continue indefinitely. As an 
artery of Canadian commerce, particu- 
larly in its relation to the Prairie Prov- 
inces, high hopes are held in the west of 
its success. 

“In manufacturing industries condi- 
tions have undergone little change. There 
is a good deal of activity in boots and 
shoes, textiles and woolen wear, but 
iron and steel, lumber, newsprint and 
mining are all below normal. 


* * * * * 


“The external commerce of Canada in 
August decreased 35 per cent. to $97,- 
202,000 from $148,519,000 in the same 
month last year. Monthly recessions in 
foreign trade have now been continuous 
for two years, accounted for in regard 
to most commodities both by steadily 
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CORRESPONDENT BANKS 


NEARLY a century’s accumulated experience and conservative pro- 
gress have qualified the Westminster Bank to offer its characteristic 
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in England and representation in every banking town in the world, 
and is amply equipped (as are the Paris and Brussels offices of the 
Westminster Foreign Bank) for specialized service in credits, collec- 
tions, exchange, and all the ramifications of commercial finance. Bank- 
ing houses wishing to establish a London connexion are invited to 
communicate with the Manager 
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dropping commodity prices and by re- 
duced shipments. The only notable ex- 
ception this year as regards volume is 
wheat, exports of which during the last 
five months at 78,900,000 bushels had a 
value of only $47,807,000, whereas in 
the corresponding period a year ago ex- 
ports of 73,393,000 bushels were valued 
at $74,781,000. Imports in August 
touched the lowest figure in many years, 
being $30,600,000 less than in 1930, and 
while price decline and dull domestic 
trade account for much of this recession, 
a part is due to higher tariff duties de- 
signed to encourage home production. 
A favorable feature is a diminished ad- 
verse balance of trade. For the last 
three months exports have exceeded im- 
ports, and in the twelve months ending 
with August an adverse balance of $45,- 
132,000 compares with $103,506,000 in 
the preceding twelve months. 

“Current bank loans were down a 
fraction in July, and at the close of the 
month were $151,605,000 less than a 
year before. Compared with July, 1930, 
note circulation was less by $15,078,000, 
or 10 per cent. Call loans declined $22,- 
516 
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200,000 during July, and there was a 
reduction of nearly $28,000,000 in net 
balance due from foreign banks. Notice 
deposits rose $918,000 and were $49, 
248,000 larger than in July a year ago, 
having reached the high figure of $1, 
451,276,000. Bank debits in August 
amounted to $2,243,561,470, as com 
pared with $2,802,000,000 in August, 
1930.” 


MODERATE SEASONAL EXPANSION 


“Industrial operations were on a very 
low level during August,” says the 
Monthly Commercial Letter of the Ca 
nadian Bank of Commerce, Toronto, 
for September, “but a moderate seasona! 
expansion in general business is now in 
sight. This is consequent upon the con’ 
tinuation of a fair volume of construc’ 
tion work contracted for during the past 
few months and the official plans for 
projects designed to relieve unemploy- 
ment; upon the harvesting and move’ 
ment of the new crops; and upon the 
usual autumn increase in the consump’ 
tion of certain products, such as news 
print. 
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“Tt seems needless to say that business construction work in recent months, an 
starts from this mark without great active tourist trade and lower produc- 
vitality, although not so weakened that tion costs.” 
it cannot make a strong showing in the 
records of world business or take advan- 
tage of any favorable openings. Take, 
for example, world trade in wheat dur- 
ing the ‘wheat year’ ending July 31, 
which, as is well known, was one of ab- Foreign Exchange 


normally heavy supplies and intense 

competition. Exports of Canadian Is the Clue 
wheat were none too large as compared 
with the exportable surplus, but were 
not far short of average and, as the fol- Sec paiee 
lowing table shows, greatly exceeded Situation 


those from any other source: 
Wortp Exports OF WHEAT, Auc. 1, 1930, The Elements of 
ro Tuuy 31, 1931 percent. | Foreign Exchange 


Bushels of total 
267,500,000 34 By FRANKLIN ESCHER 


United States .... 100,900,000 13 
Argentina 123,361,000 16 Covers the subject in a brief and com- 
—— 153,796,000 19 prehensive manner. It gives you just 
ing 94,000,000 t2 the important information that you 
Other countries ... 47,915,000 6 : : : 
ites need to know—information that is 


Total 787,472,000 100 valuable at the present time. 


To the International 


*Reported shipments only; unreported may $1.00 


bring total to 120,000,000 bushels. 

“Side by side with almost continuous Bankers Publishing Co. 
industrial retrogression, with crop dam- 71 Murray STREET 
age in Western Canada and unremuner- 
ative prices during the past summer, 
there have been such counter-influences 
as good crop conditions over the greater 
part of Eastern Canada, an increase in 
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Mr. JoHN MaxweE Lt ERSKINE 
Assistant General Manager of The Commercial Bank of Scotland, Limited 


R. ERSKINE, who is a native of one of the southern counties of 

Scotland, after serving the usual apprenticeship in a country town, 
and distinguishing himself by taking first place in the examinations for 
associates, and for members, of the Scottish Bankers’ Institute, was trans: 
ferred to the head office of the Commercial Bank of Scotland in Edinburgh. 
There his abilities met with speedy recognition, and after short periods in 
the accountants’ and inspectors’ departments, he was selected for the law 
department. He was employed there for several years, during which he 
had experience of the various sections of the important work and business 
of that department. At the same time he attended the law classes at Edin- 
burgh University and qualified as a Solicitor. His next appointment was 
that of inspector of branches, in which capacity he approved himself to the 
directors and officials at headquarters, and to the agents and staff at the 
branches. He was appointed assistant manager of the London office in 
1925, and was called to his present important post as assistant general 
manager at the head office, Edinburgh, in May of last year. Mr. Erskine’s 
success is the outcome of natural ability and good judgment, which enable 
him quickly to grasp the essentials and to discard non-essentials. 

It may be of interest to mention that Mr. Erskine’s brother is one of 
the senior officers of Messrs. Morgan Grenfell & Company, London. 
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International Banking Notes 


HE annual meeting of the proprietors 


of the Bank of New Zealand was held 


3. Transferred to 


pension 
funds 


2,50,800 0 0 


at the head office in Wellington, June 

19, William Watson, chairman of di- 
rectors, presiding. In beginning his address, 
he said: 

“There has not been any change during 
the year in the capital of the bank. 

“It is proposed to transfer £25,000 from 
the year’s profits to the reserve fund, making 
the latter £3,575,000. This is the smallest 
addition to the fund for very many years. 

“The balance of profit carried forward will 
be increased by £2,845. 

“Shareholders” funds will thus amount to:— 


Paid-up capital (exclusive of 

£529,988 of guaranteed stock) .£6,328,125 
Reserve fund 3,575,000 
Balance of profit carried forward 626,001 


£10,529,126 


to these funds, 
ample internal reserves built up over a long 
period of years. 

“It will be thus apparent that the bank is 
in a very strong position.” 


“In addition we have 


At the annual meeting of shareholders of 
the Imperial Bank of India, held at Bombay, 
August 17, the following report of earnings 
and allocation of profits was presented for 
the half-year ending June 30: 

_After making the usual and necessary pro- 
visions the net profit of the bank for the 
half-year amounted to Rs. 54,53,969-6-3 
which, with Rs. 12,56,061-2-3 brought for- 
ward from the half-year ended December 31, 
1930, made a total of Rs. 67,10,030-8-6. 

This sum the governors of the bank dis- 
posed of as follows:— 

Rs. As. P. 

1. In payment of a dividend 

to the shareholders at the 

rate of 12% per annum 

free of income tax 33,75,000 0 O 
2. Transferred to reserve 

fur 2,50,000 0 O 


4. Carried forward to the 
profit and loss account of 
the current half-year...28,34,230 8 6 


67,10,030 8 6 


THE sixty-fifth ordinary general meeting of 
shareholders of the Commercial Bank of Aus- 
tralia, Limited, was held at Melbourne, Au- 
gust 6, at which time the following report 
of profit and loss for the year ending June 
30 was presented: 

The net profits amount to £308,449 11s. 
9d., to which is added amount brought for- 
ward £95,548 13s. Od., making a total of 
£403,998 4s. 9d. From this amount the di- 
rectors have made the following appropria- 
tions, viz.:— 

To reserve fund, £13,399 7s. 6d.; reduc- 
tion of bank premises, £20,000 Os. Od.; in- 
terim dividend at 4 per cent. per annum on 
preference shares paid February, 1931, £42,- 
347 Os. Od.; interim dividend at 124 per 
cent. per annum on ordinary shares paid 
February, 1931, £120,569 6s. 7d., making a 
total of £196,315 14s. 1d., and leaving a 
balance of £207,682 10s. 8d., which it is 
proposed to apportion as follows:— 

To dividend for 6 months on the prefer- 
ence shares at 4 per cent. per annum, £42,- 
347 Os. Od.; to dividend for 6 months on 
the ordinary shares at 10 per cent. per an- 
num, £100,000 Os. Od.; to carry forward to 
next year, £65,335 10s. 8 d., making a total 
of £207,682 10s. 8d. 

In addition to the amount of £13,399 7s. 
6d., transferred to reserve fund, the sum of 
£76,600 12s. 6d., being premium received on 
the new issue of shares, has been credited to 
that account, thus increasing the reserve fund 
to £2,250,000. 


For the year ending June 30 the Commercial 
Bank of Sydney, Limited, made the follow- 
ing report at the shareholders’ meeting 
July 28: 
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The National Bank of New Zealand, Ltd. 


Subscribed Capital - - $30,000,000 


Paid-up Capital - . 


Reserve Fund (Invested in Government Securities) - $10,000,000 
Reserve Liability of Shareholders - - $30,000,000 


: Head Office : 8 Moorgate, London, E.C. 2 


Manager, ARTHUR WILLIS 


$10,000,000 


$50,000,000 


= 
= 
= 
= 


Chief Office in New Zealand: Wellington 


General Manager, J.T. GROSE 


95 Branches and Agencies 
Throughout New Zealand 


Bills of Exchange Collected 


Wool and Produce Credits Arranged 


: All Classes of Banking Business Undertaken 
ac nnn mn nnn 


The net profit for the year after deducting 
rebate on current bills and accrued interest 
on fixed deposits, paying land, income and 
other taxes, and providing for bad and 
doubtful debts and other contingencies, 
amounts to £441,815 14s. 1d., to which is 
added the undivided balance brought forward 
from June 30, 1930, £85,226 2s. 4d., mak- 
ing a total of £527,041 16s. 5d., from which 
the directors have made the following appro- 
priation: 

To interim dividend for the half-year 
ended December 31, 1930, at the rate of 9 
per cent. per annum paid on January 27, 
1931, £213,255 11s. 3d., and now recom- 
mend payment of a dividend for the half- 
year ended June 30, 1931, at the rate of 8 
per cent. per annum, £189,560 10s. Od., 
leaving the balance to be carried forward 
£124,225 15s. 2d., making a total of £527,- 
041 16s. 5d. 


QUEENSLAND National Bank, Limited (Bris- 
bane): Directors submitted their annual re- 
port at the shareholders’ meeting July 13, 
as follows: 

The net profit for the year ended June 
30 last, after allowing for rebate on bills 
current, income taxes, land taxes, interest ac- 
crued on deposits and interminable inscribed 
deposit stock, reducing bank premises and 
furniture accounts £10,000, making provision 
for bad and doubtful debts, and including 
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recoveries, amounts to £132,291 9s. 1d.; 
which is to be added amount brought Pat 
from year ended June 30, 1930, £18,515 
9s. 11d.; making a total of £150,806 19s. Od.; 
out of which interim dividends were paid at 
the rates of 8 per cent. per annum for the 
quarter ended September 30, 1930, and 6 
per cent. per annum for the quarters ended 
December 31, 1930, and March 31, 1931, 
amounting to £87,500 Os. Od.; making a total 
of £63,306 19s. Od.; and a transfer made 
to reserve fund of £20,000 Os. Od.; leaving 
for distribution £43,306 19s. Od.; which it 
is proposed to deal with as follows:— 

Dividend at the rate of 6 per cent. per 
annum for the quarter ended June 30, 1931, 
£26,250 Os. Od. (free of Queensland income 
tax and without deduction in respect of Fed- 
eral income tax payable by the bank); bal- 
ance to be carried forward, £17,056 19s. Od.; 
making a total of £43,306 19s. Od. 


M. Maurice Boyer, vice-director of the 
Banque de Paris et des Pays-Bas, has just 
been promoted to the rank of officer of the 
Legion of Honor by the French Government. 
M. Boyer was a member of the French High 
Commission in Washington during the war, 
and since then has made numerous trips to 
the United States on behalf of his bank. He 
has a wide acquaintance in American bank- 
ing circles.) Mme. Boyer is an American, 
formerly Miss Katherine Hill. 
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The Central Bank of Bolivia 


By A. F. LINDBERG 


Technical Adviser, Banco Central de Bolivia, formerly Superintendent of Banks, Republic 
of Bolivia 


of our newspapers at intervals 

for the past year. First, because 
she was the first in a succession of South 
American revolutions; secondly, because 
of the unprecedented fall in the price of 
tin, being the world’s second largest pro- 
ducer; and lastly, she has had involun- 
tarily to ask for a suspension of her for- 
eign debt service. In view of these facts 
it may be of interest to know something 
about the leading financial institution of 
the Republic. 

The Central Bank of Bolivia was or- 
ganized July 1, 1929, as successor to the 
Banco de la Nacion Boliviana. The term 
of its concession is fifty years and it has 
the exclusive right of note issue. The 
bank is unique in this way, that it is 
about the only combination of a central 
bank and commercial bank. The or- 
ganic law of the bank obligates it to 
liquidate all the old accounts current of 
the former bank by January 1, 1932. 
This period may be extended two years 
more with the authority of the superin- 
tendent of banks. 

The authorized capital of the bank is 
Bolivianos 30,000,000 (about $11,000,- 
000), which can be increased to Bo- 
livianos 40,000,000. All commercial 
banks must subscribe to class “B” shares 
of the Central Bank up to 15 per cent. 
of their capital and reserves. Class 
“A” shares are those belonging to the 
government and class “C” shares are for 
the public. The associated banks have 
now subscribed and paid for 60 per cent. 
of their quotas, and the remaining 40 per 
cent. has been deferred for two years, 
due to the bank having sufficient capital. 


Bee has been in the headlines 


BOARD OF DIRECTORS 


The board of directors is composed of 
nine members, distributed as follows: 
Government, two; public shareholders, 





two; chambers of commerce, one; asso- 
ciated banks, two; mining industry, one; 
agriculture, one. 

The directors are elected for a term of 
two years, are on a monthly emolument 
basis, and are obliged to furnish a bond 
in the amount of Bolivianos 450,000 
(over $18,000). By the statutes of the 





Dr. IsMAEL MONTES 


President, Central Bank of Bolivia. 


bank they are prohibited from being 
either directly or indirectly indebted to 
the institution during their term of office. 
Any director who makes a suspension of 
payments, becomes a bankrupt, or makes 
an arrangement with his creditors, auto- 


matically ceases to be a director of the 
Central Bank. 


PERMISSIBLE OPERATIONS 


The following operations are per- 
mitted to the Central Bank: 
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With Associated Banks—Rediscount 
operations and the usual operations be- 
tween banks. 

With the Public— 

1. Buy and sell gold coin and bars. 

2. Buy and sell cable and telegraphic 
transfers. 

3. Buy and sell drafts and prime 
bills of exchange drawn on both local 
and foreign banks and bankers. 

4. Buy, sell or discount foreign 


drafts and bills of exchange arising from 
imports and exports, with maturities not 
exceeding ninety days, and if accepted 
drafts, not longer than ninety days from 


A. F. LinpBEerRG 
Technical adviser, Centrai 
Bolivia. 


Bank of 


date of acquisition by the bank. If the 
bills of exchange are not first class they 
must bear two good signatures or one 
signature accompanied by bills of lading, 
warehouse receipts or other instrument 
giving the bank full control over the 
commodity, whether mineral, agricultural 
or other. The advance must not exceed 
80 per cent. of the easily realizable 
market value of the commodities. 

5. Buy, sell and discount bankers’ 
drafts and acceptances or commercial 
paper, with maturities not exceeding 
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ninety days and covering the produc. 
tion, fabrication, transport and sale of 
products or merchandise. These drafts 
will bear two clean endorsements of first 
class names, or one signature with ac- 
companying documents giving control 
over the goods, and with a market value 
of 25 per cent. over the amount of the 
advance. 

6. Accept deposits without interest, 
except that for a period of five years the 
bank may receive interest-bearing de- 
posits payable with advance notice of 
thirty, sixty and ninety days. 

7. Buy, sell, hold and accept as sub- 
sidiary collateral, with certain restric 
tions, the bonds and other obligations of 
the national government, the depart: 
ments, municipalities and other govern- 
ment entities, as well as of railroads, 
state monopolies, etc. 

8. Borrow money locally or abroad, 
pledging any portion of its assets except 
the legal reserve, for the purpose of 
maintaining the value of the monetary 
unit. 

9. Act as agent for the collection of 
drafts, checks, notes, coupons, treasury 
bills, bonds and other credit instruments. 

10. Receive and hold in custody se- 
curities of all kinds and rent safe-deposit 
boxes. 

Cattle and agricultural paper can be 
discounted up to a maturity of six 
months. Real estate taken over in pay- 
ment of bad debts must be disposed of 
within two years, but the superintendent 
of banks may grant one year additional. 


LIMITATIONS OF BORROWING 


The associated banks can borrow up 
to one-third of their capital and reserves 
with the approval of six directors. 

The limit of indebtedness to the bank 
of any firm, individual or corporation is 
Bolivianos 500,000. With the approval 
of six directors this may be increased to 
Bolivianos 1,500,000. The limit of the 
government's indebtedness to the bank 
as well as the departments, both direct 
and indirect, including the holdings of 
government bonds in its investment port- 
folio, may not exceed 35 per cent. in 
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emergency times, of the bank’s capital 
and reserves. A time limit is given to 
bring this down to 25 per cent. 

The bank acts as the depositary of the 
national and departmental governments 
and all revenues must be deposited with 
it. Municipalities may use the bank as 
their depositary. 


NOTE ISSUE 


The notes of the Central Bank are 
convertible at sight, and have preferential 
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(b) Gold bars, approximately 100 per 
cent. fineness, of not less than 500 grams 
at the rate of Bolivianos 1.8211 per gram 
or fine gold; or 

(c) Drafts at sight or three days’ 
sight, payable in gold and drawn on 
London or New York. 


RESERVE 
The minimum legal reserve which the 


Central Bank must maintain against its 
combined note circulation and deposits 


The board of directors of the Central Bank of Bolivia. 


rights on all the assets of the bank. If 
the notes are not convertible on demand, 
the bank must be closed by the superin- 
tendent of banks and put in liquidation. 
The noteholder of the Bolivian peso 
(worth 18d.) has the right to receive 
the following kinds of money, at the 
option of the bank: 

(a) Bolivian gold coin at par; British 
or Peruvian gold coin at the rate of 
Bolivianos 13.33 per £, and gold coin of 
the United States at the rate of Bo- 
livianos 2.739 per dollar. 


is 50 per cent. This reserve is legally 
classified as follows: 

1. Bolivian gold coin at par; gold 
coin of the United States, Great Britain 
and Peru at their parity with the Bo- 
liviano; and other gold coin and gold 
bars in the vaults of the bank according 
to their fine gold content. 

2. Gold coin and. gold bars deposited 
in first class banks in London or New 
York, according to the prescriptions of 
the above article. 

3. Gold deposits at sight or three 
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days’ sight in high grade banks in Lon- 
don or New York, at their legal parity 
with the Boliviano; and 

4. Bolivian silver coin in the vaults 
of the bank. 

However, silver coin held as reserves 
may not exceed 10 per cent. of the com- 
bined note circulation and deposits. 

If the reserves fall below the legal 
minimum of 50 per cent., a sliding scale 
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movement of gold, with permission to 
import or export gold bars or coin with- 
out any restriction, and without the pay- 
ment of any tax, impost or other goy- 
ernment charge. 

2. The government covenants that it 
will issue no paper money, nor will it 
permit any public sub-division or public 
or private entity, with the exception of 
the Central Bank, to issue any kind of 


The president, general manager and staff of the Central Bank of Bolivia at the 
head office, La Paz. 


of fines is imposed by the superintendent 
of banks, and a minimum rate of dis- 
count of 7 per cent. must be maintained 
during this period, plus half the rate of 
the fine. 


CONTRACTUAL RELATIONS WITH THE 
GOVERNMENT 


Although the government of Bolivia 
owns 60 per cent. of the stock of the 
Central Bank, the rights, duties and 
powers of the bank are carefully de- 
scribed in the organic act, and are as 
follows: 

1. To permit to the bank the free 


money or substitute which circulates as 
money, for the term of fifty years. 

3. The government engages to fol- 
low the decisions of the board of direc: 
tors of the Central Bank as to the issue 
of fiduciary coins, that is, coins made 
of silver, nickel, copper or other metal, 
and not to increase the circulation of 
fiduciary money if five of the nine direc 
tors are opposed to it. 

4. The government will engage to 
receive at par the notes of the Central 
Bank in the payment of taxes, imposts, 
contributions and debts owing to the 
state. 














5, The government agrees not to in- 
fringe on the rights of the stockholders 
as to a fixed dividend, nor to impose any 
new tax on bank shares. 

6. The government agrees to reduce 
its obligations to the Central Bank to 
the limit permitted by law and within 
the prescribed time, and promises not to 
ask for loans which would exceed the 
legal limit; and 

7. Not to assess any taxes or con- 
tributions which under the organic act 
of the Central Bank it is exempt from. 

The law requires the following re- 
ports from the Central Bank: 

1. Annual report to the superin- 
tendent of banks within three months 
from the close of the period. 

2. Weekly balance-sheet to the su- 
perintendent of banks on a form pre- 
scribed by this official; and 

3. Four statements of condition per 
year on call of the superintendent of 
banks, without previous notice. 

The superintendent of banks makes an 
inspection whenever he considers it 
necessary, and the General Banking Law 
prescribes that all communications from 
him must be read before the board of 
directors, 


DISTRIBUTION OF NET PROFITS 


The legal prescriptions as to the dis- 
tribution of the semi-annual profits are 
as follows: 

1. 15 per cent. is set aside to reserve 
until it reaches 50 per cent of the paid- 
up capital, after which only 10 per cent. 
is set aside until the reserve equals the 
paid-up capital. 

2. 5 per cent. to the employes’ fund. 

3. 4 per cent. for dividends, which 
are cumulative, and 

4. Of the balance 1/3 goes to the 
dividend equalization fund or extra 
dividends, and 2/3 to the government 
as royalty for the note-issue privilege. 


ADMINISTRATION OF THE BANK 


The president of the bank is obligated 
to visit the bank every day unless he has 
a permanent office in the bank building. 
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The board of directors has four perma- 
nent committees: 

(a) Organization and pensonnel. 

(b) Legal affairs. 

(c) Economic matters, circulation and 
exchange. 

(d) Credits. 

These committees present written re- 
ports on matters referred to them. Each 
director takes his turn for fifteen days, 
assisting daily at the bank, and with the 
general manager he has to approve all 
transactions over Bolivianos 5,000. This 
makes forty-five days per year for each 
director. The board meets twice a week 
and often has extraordinary meetings. 


GENERAL REMARKS 


Compared with the workings of the 
Federal Reserve System in the United 
States, the discount rate for the Central 
Bank is not an extremely effective 
weapon, except for its psychological ef- 
fect. Nor has it the scope for open- 
market operations. Unfortunately, gov- 
ernment securities here do not enjoy a 
good standing, nor is there any large 
volume of bills. The most effective in- 
strument we have is the restriction of 
credit. The Central Bank buys and 
sells freely drafts at a fixed rate of ex- 
change (within the gold points), per- 
haps much more, proportionately, than 
most other central banks. For example, 
in 1930 foreign drafts in the amount of 
Bolivianos 53,671,438 were purchased 
of which the Banco Central bought Bo- 
livianos 22,840,336. Of a total of Bo- 
livianos '76,410,226 in sales, Bolivianos 
43,440,259 corresponded to the Central 
Bank. In the last two years the gold 
reserves and other cash assets of the bank 
have been reduced by Bolivianos 30,- 
266,502. Of course, the obligations of 
the bank on its notes and deposits have 
been reduced almost an equal amount, 
Bolivianos 29,875,493. 

However, the main function of a cen- 
tral bank is to maintain the stability of 
its monetary unit. Another function is 


to supply all the different sections of the 
republic with circulating medium and to 
Three branches of 


transfer it freely. 
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the bank are kept up at a loss to fulfill 
this need. 


REDISCOUNT OPERATIONS 


The bank is now doing considerable 
rediscounting with its associated banks. 
For almost a year there was no need as 
the commercial banks ‘had sufficient 
funds. The first rediscount operation 
was made in July, 1930. 


INTERNAL ORGANIZATION 


The bank has its own printing plant 
for the more simple forms and blanks. 
A machine for macerating bank notes 
unfit for use has also been installed, be- 
ing a considerable improvement over the 
former methods of incineration. Office 
furniture and equipment is up to date, 
although restrictive laws prevent the use 
of bookkeeping machinery and _loose- 
leaf forms and records to the fullest ex- 
tent. The collection department for 
foreign collections has been done away 
with, but a new statistical department 
has been organized and the credit de- 
partment is also undergoing reorganiza- 
tion. 


INTEREST RATE AND RATE OF DISCOUNT 


As of some interest to American 
bankers, in view of the low rates in the 
United States, we quote our present 
rates: 

Discount Rate—Associated banks, 30 
days, 6 per cent.; 60 days, 6!4 per cent.; 
90 days, 7 per cent. Public, 30 days, 
8 per cent.; 60 days, 82 per cent.; 90 
days, 9 per cent. 

Rate of Interest—Associated banks, 
7 per cent. per annum. Public: stock 
and bond collateral, 8/2 per cent per 
annum; other legal collateral, 9 per cent. 
per annum. 


ATTACKS ON CENTRAL BANKS 


Like all new institutions and perhaps 
even more so in South America, the 
present economic crisis has brought much 
into the limelight the organization, op- 
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erations and policies of central banks. 
Among the measures proposed for, and 
criticisms against, central banks may be 
mentioned the following: 

(a) The reduction in the value of the 
monetary unit. 

(b) That central banks should be more 
liberal in their credits. 

(c) That central banks, and their 
control over commercial banks, are 
strangling commerce and__ industry 
through the reduction in the circulation. 

(d) That more silver fiduciary money 
be put into circulation; and 

(e) That central banks have a monop- 
olistic control over credit. 

All these arguments through the press 
or utterances of public officials are pre- 
sented with more or less ingenuity, 
sophistry and mass appeal. However, 
the policy of a real central bank is not 
limited to the earning of the semi-annual 
dividend, but must take all the economic 
interests as well as all the different sec: 
tions of a country into the picture. A 
narrow or ill-informed analysis of these 
factors on the part of central bank di- 
rectors and managements might furnish 
some ground to these criticisms. 


SHAREHOLDINGS 


At December 31, 1930, the shares of 
the Central were distributed as follows: 

Shares owned by the government, 
class “A,” 143,422'4; shares owned by 
the associated banks, class “B,” 27,966; 
shares owned by the public, class “C,” 
66,8384. Total, 238,22634. 


DIRECTORS AND MANAGEMENT OF THE 
CENTRAL BANK 


A well-known financial writer has 
been running an article in a popular 
weekly in the United States about banks 
and bankers, laying particular stress on 
the calibre of bank directors and bank 
managers. A few comments on the 
same subject for the Central Bank of 
Bolivia may not be inopportune at this 
part of the resumé: 

Dr. Ismael Montes, president. Dr. 
Montes has been twice elected president 
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of the Republic, is a lawyer as well as a 
military man, and has large commercial 
and agricultural interests. 

Juan Pérou, vice-president. Director 
of many corporations with large com- 
mercial interests and landowner. 

Dr. Victor Munoz Reyes, 
and ex-diplomat. 

Dr. Rafael de Ugarte, manager, Banco 
Mercantil, lawyer and for many years a 
deputy in the chamber of deputies. 

Dr. Arturo Loaiza, vice-president in 
Bolivia, Patino Mines and Enterprises, 
Consolidated, Inc., lawyer and formerly 
minister of justice. 

Carlos V. Aramayo, wealthy tin-mine 
owner, educated abroad, formerly Bo- 
livian minister in London and member 
of Bolivian Financial Mission to the 
United States. 

William A. Pickwoad, general man- 
ager, Antofagasta-Bolivia Railroad, an 
experienced railroad official of twenty- 


lawyer 
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five years’ experience in Brazil and Bo- 
livia. 

A. D. Fairweather, acting director, 
trained railway official with twenty-five 
years’ residence in Bolivia, and assistant 
general manager, Antofagasta-Bolvia 
Railroad. 

Pedro Llosa, manager, Banco Nacional 
in La Paz, an experienced bank official. 

Moisés Ormachea, president of the 
chamber of commerce, La Paz, and a man 
with extensive commercial and indus- 
trial interests. 

Dr. Manuel a J., director, 
Patino Mines and Enterprises, Consoli- 
dated, Inc., lawyer with a large clientele 
of both local and foreign clients. 


MANAGEMENT 
Alberto Palacios, general manager, 


was formerly a newspaper man. After 
serving as consul-general of Bolivia in 


CONDENSED BALANCE SHEET, CENTRAL BANK OF BOLIVIA 


June 30, 


1931 


ASSETS 


Gold, and silver coin, in vaults 


Sight deposits in foreign banks ............ 


Totai legal reserve 71.1959 per cent. 
Nickel coin, etc. 
Gold deposits abroad. 
Geld deposits abroad, time 


Total reserve 84.0835 per cent. 


Bolivianos Bolivianos 
2,874.153.34 


21,937,791.95 


24,811,945.29 
1,534.889.67 
779,974.24 


2,176,494.74 4,491,358.65 


29,303,303.94 


National, municipal and departmental obligations .. 


Rediscounts of associated banks 
Loans and discounts to public 
Investments 

Real estate and buildings 

Other debits 


Note circulation 
Deposits 


Capital paid-up 

eserve 

Dividend equalization fund 
Various credits 


Total 


36.978,962.23 


66,282,266.17 


27,287,954.50 

7,562,297.89 

34,850,252.39 
23,822,675.00 
5,933,014.65 
216,699.19 


1,459,624.94 31,432,013.78 


66,282,266.17 












San Francisco and New York he was 
appointed minister of finance. Mr. 
Palacios has worked in almost every 
section of the Republic and knows the 
country from one end to the other. His 
most recent public post was as a member 
of the Bolivian Financial Mission to the 
United States. 

Mariano Aguirre, assistant manager, 
has spent all his life in the banking 
business and thirteen years with the 
Central Bank. 

The four principal heads of depart- 
ment—inspection, accounting, foreign 
and treasury—atfe competent and experi- 
enced men who have spent their lives 
in banking and mostly with the Central 
Bank and its predecessor. 


MAGNITUDE OF SWEDEN’S 
MATCH INDUSTRY 


THE magnitude and extent of Sweden's match 
industry is revealed in a bulletin on the chemi- 
cal industry and trade of that country which 
has just been issued by the United States 
Department of Commerce. The bulletin em- 
bodies the results of a study recently com- 
pleted by Trade Commissioner W. T. Daugh- 
erty of Berlin. 

Matches, the bulletin shows, account for 17 
per cent. of Sweden's total output of chemi- 
cals, the value of which approximates $65,- 
000,000 annually. The Swedish Match Com- 
pany forms the keystone of twenty-one in- 
dustrial, banking and real estate enterprises. 
It controls more than 250 match factories in 
43 different countries, and is reputed to con- 
trol about 80 per cent. of the total match 
output of the world. 

The match industry of Sweden is almost 
entirely dependent on exports, it is pointed 
out, these amounting to fully 95 per cent. of 
its production. The chief foreign outlets 
for Swedish matches in the order of their 
importance are Great Britain and its colonies, 
China, Dutch East Indies, the United States, 
Turkey, Greece and France. As a result of 
tariffs, and to a certain extent of increased 
competition, Swedish exports of matches de- 
clined 10 per cent. in 1930 as compared with 
the previous year. 

According to the bulletin, Sweden ranks 
among the world’s important chemical- 
producing countries and is both an importer 
and an exporter of chemicals and allied prod- 
ucts. It is an important factor in the pro- 
duction of superphosphates, explosives, syn- 
thetic nitrogen, calcium carbide, and some 
pigments and paints. 
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GEN. PLUTARCO ELIAS CALLES 
PRESIDENT BANCO 
DE MEXICO 


THE Banco de Mexico, of Mexico City, has 
been fortunate in securing as its president 
General Plutarco Elias Calles, former presi- 


dent of the Republic of Mexico. His services 
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GENERAL PLutarco ELias CALLES 
President, Banco de Mexico. 


to his country were marked by great ability 
and he will prove an important acquisition to 
the official staff of the Banco de Mexico, an 
institution which occupies a leading position 
in Mexican banking and finance. 


NEW ENGLAND GAINS PRESTIGE 
IN SLUMP YEAR 


New EnNGLanp’s ability to bring _ itself 
through the business depression of 1930 in 
better condition than the rest of the country 
is continuing in 1931, the New England 
Council, all/New England development or- 
ganization, announced recently, in making 
public figures compiled by its statistical de- 
partment for the first six months of the year. 

In eight out of nine indices, the figures for 
which are obtainable, New England's position 
in the first half of the current year is better 
than that of the rest of the country by from 
2 to 20 per cent. Similarly, figures for 11 
out of 12 indices in 1930 show that New 
England came through that year better than 
did the rest of the nation. 
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AVING as its cen- 
H tral theme, “The 

Creative Force in Fi- 
nance,” the sixteenth annual 
convention of the Financial 
Advertisers Association was 
held in Boston, Mass., Sep- 
tember 14-17, at the Hotel 
Statler. 

The subject matter of the 
various addresses, delivered 
before the three hundred 
delegates to the convention 
from banks in all parts of the 
country, was distinctly in- 
structive in tone. The speak- 
ers centered their attention 
on the practical problems 














FINANCIAL ADVERTISERS 
GATHER IN BOSTON 


“Creative Force in Finance” Central Theme of 
Convention Program 


How Banks Are Advertising 


A Monthly Review of Current Financial Publicity 


OCTOBER, 1931 


facing the present-day finan- 
cial advertiser. 

C. H. McMahon, assistant 
vice-president, First National 
Bank, Detroit, was elected 
president of the association, 
succeeding F. R. Kerman, 
vice-president, Transamerica 














































F. R. KERMAN 
Vice-pr sident of the Trans- 
america Corporation and 
fetiring president of the 

FAA 









H. A. Lyon 


Advertising manager Bank- 

ers Trust Company of New 

York, who was elected first 
vice-president. 


Corporation. H. A. Lyon, 
advertising manager, Bank- 
ers Trust Company, New 
York, was elected first vice- 
president of the association. 
Alva G. Maxwell,  vice- 
president, Citizens & South- 
ern National Bank, Atlanta, 
Ga., was elected second vice- 









president, and I. I. Sperling, 
assistant vice-president of the 
Cleveland Trust Company, 
Cleveland, was elected third 
vice-president. E. A. Hintz, 
cashier, Peoples Trust & Sav- 
ings Bank, Chicago, was re- 





CHARLES H. McMAHON 


New president of the 
Financial Advertisers As- 
sociation and _ assistant 
vice-president of the First 
National Bank in Detroit. 


elected treasurer of the asso- 
ciation. 

The new board of direc- 
tors of the association is 
composed of the following: 
C. Delano Ames, Maryland 
Trust Co., Baltimore, Md.; 
Leopold Chambliss, Fidelity 
Union Trust Co., Newark, 
N. J.; George Dock, Jr. 
Halsey, Stuart & Co., New 
York; F. R. Kerman, Trans 
america Corp., San Francisco, 
Cal.; Don Knowlton, Union 
Trust Co., Cleveland, Ohio; 
Joseph J. Levin, A. G. Becker 
529 
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This ingenious mosaic of vacation pictures was used by the 
Union Trust Company, Cleveland, as a cover of one of the 
recent issues of the bank’s house organ The Teller. 


& Co., Chicago, IIl.; H. Fred 
Oltman, Grand Rapids Sav- 
ings Bank, Grand Rapids, 
Mich.; H. Ennis Jones, 
Franklin Trust Co., Phila- 
delphia, Pa.; W. A. Stark, 
Fifth-Third Union Bank & 
Trust Co., Cincinnati, Ohio. 

As has been the case with 
previous conventions of the 
association, one of the fea- 
tures was the financial adver- 
tising exhibit, at which 125 
advertisers displayed panels, 
depicting their newspaper, 
direct-mail and poster adver- 
tising effort for the year. 

In the president's address 
at the opening session of the 
convention, F. R. Kerman 


placed emphasis on the need 
for reselling our entire finan- 
cial structure to the public, 
as a means of instilling re- 
newed public confidence in 
our banks. Mr. Kerman 
said, in part: 


I should like to recommend 
to you individually—and to the 
association as a whole—the 
thoughtful consideration of a 
course of action calculated to re- 
sell the public, as our entire 
financial structure. Much ill- 
chosen and inaccurate comment 
has found its way into public 
print during the past eighteen 
months, with resultant destruc- 
tive effect. You have read, I 
am sure, in reputable and widely 
circulated media, allusions of a 
most astonishing character with 
respect to the management and 
administration of financial insti- 












































tutions. I do + gurpo 
such observations have bees wih ad 
maliciously inspired nor that the “bush.” 
roduction has not be J ; 

Pp ot been under cation t 


taken in perfect faith. I do a 
sert, however, that much of this 
off-key comment has found it 
origin in the absence of informa. 
tion from authoritative sources. 
It is not to the subject of eco. 
nomics, in the abstract, that | 


to be, an 
teresting 
The pub 
stake in 
continuin’ 










make reference, nor busines —s 
predictions and market fore. viting 2 | 
casts,—of which, perhaps we pe ted 
have had too many and too ai 
varied an assortment. One lay 
observer recently said on that 
point, that according to the best Addr 
statisticians we had not turned ._-: 
four corners—so we must be™ ~!08 
meeting ourselves coming back, @ Francis 
What I have in mind is the # dent of 
informative presentation of the 
simple facts concerning the func: Compa: 
tion, use and operation of finan- regardit 
cial organizations. We need to open te 
secure a more accurate public 
understanding of the place g “eA tc 
which our institutions hold in § forces | 
their respective communities. In- 
cidents there are plenty to illus. In ti 
trate the significance of the § gon ba 
situation as it exists. You prob § part of 
ably are equally as well posted § contrib 
as I on the prominent position 9 trouble: 
banks occupy on the lists sup: § this cri 
plied solicitors campaigning for J and un 
contributions to do everything F ranted. 





under the sun and heavens. It 
is not simply an accident this is 
true, but comes as the result of 
what banks themselves have 
done in their own methods of 
promotion. The public, noting 
the strange tactics employed, has 
generalized from the particular, 
and reached the conclusion that 
bankers, generally, must be a 
cross between Santa Claus and 
Happy Hooligan. ere has 
been a great deal of loose think- 
ing and shot-gun conversation, 
with respect to just where the 
bank fits into the economic struc: 
ture. At one time it was said 
that the basis of any community 
was a bank, a school house and 
a church. There are many 
people todav who are wonder: 
ing if the old saying still holds 
good. 

This association, through the 
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efforts of its individual mem: we 
bers, and from its contact with es 
other organizations, can well un of 





dertake the formulation of a 
program seeking re-define bank- 
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ing and reidentify banks with 
the purposes they serve. Good 
hanks, unlike good wines, need a 
“bush.” We have in this asso- 
cation the latent capacity to 
take the facts as they are known 
to be, and present a highly in- 
teresting and instructive story. 
The public has a tremendous 
stake in the preservation and 
continuing prosperity of our 
fnancial organization, and ours 
is the privilege of doing so in- 
viting a job that the satisfactory 
outcome of present difficulties 
may be assured. 


Addressing the opening 
session of the convention, 
Francis H. Sisson, vice-presi- 
dent of the Guaranty Trust 
Company, New York, said, 
regarding the important field 
open to financial advertising 
men today for the creative 
forces of publicity: 


In times of business depres- 
son banks must bear a large 
part of the public’s criticism as 
contributing factors to the 
troubles of the day. Most of 
this criticism is quite irrational 
and unjust; some may be war- 
ranted. But the burden lies 


E. A. Hintz 


Cashier of the Peoples Trust 
and Savings Bank, Chicago, 
who was re-elected treasurer 
of the Financial Advertisers 
Association. 


upon us at such a time to keep 
our institutions and the charac- 
ter of service they render first 
so clearly above criticism and, 
second, so clearly before the 
public that the shafts of public 
attack do not register. It is 
particularly a time for good will 
and institutional publicity, not 
only for individual institutions, 
but for banking groups and as- 
sociations, in which, through 
pzid space and public utterance, 
the essential truths about the 
banking business are established 
in the public understanding. In 
spite of isolated instances of dis- 
honesty and bad banking prac- 
tice, the vital truth is that the 
banking structure of this coun- 
try as a whole has stood up un- 
der a period of the greatest 


Ava G. MAXWELL 


Vice-president of the Citi- 

zens and Southern National 

Bank of Atlanta, who was 

elected second vice-president 
of the association. 


strain, and rendered service to 
our business institutions. Politi- 
cal attacks, hostile legislation 
and business antagonism may 
all be anticipated as by-products 
of such a period. To keep our 
own institutions and our busi- 
ness as a whole before the 
American public in their true 
character, with their capacities 
for service thoroughly under- 
stood, is the part of constructive 
effort, which the hour calls for. 

Nor is the success of advertis- 
ing a matter of volume, either 


in finance or in other lines of 
business. Not every business or 
every concern is in a position 
today to spend a great deal of 
money for advertising. Many 
of them, possibly, should not do 
so, if they could, if they have 


I. I. SPERLING 
Assistant vice-president of 


the Cleveland Trust Com- 
pany, named third vice- 
president of the association. 


the idea that the mere size of 
their appropriation and the mere 
number of lines they use are the 
answer to increased business and 
profits. It is not volume alone 
that is needed; it is quality, in- 
spiration, ideas. It is the co- 
ordination of advertising effort 
with the constructive shaping of 
business policies to meet the 
needs of the public. 


Relative to the interna- 
tional aspect of present-day 
commercial bank advertising, 
Edwin Bird Wilson, presi- 
dent, Edwin Bird Wilson, 
Inc., New York, in his ad- 
dress before the commercial 
banking group of the con- 
vention, said: 


Now let us take one bird- 
man’s eye glance at the whole 
world and see what’s new that 
gives new importance to busi- 
ness bank advertising. Ameri- 
can business is abroad and bank- 








ing must follow business, has 
followed it. Even small city com- 
mercial banks, many of them, 
are in foreign banking. Big 
American banks are deep into it. 
Quite a few of the larger ones 
have offices abroad. And now 
America officially has been 
forced to take a hand in the 
economic affairs of Europe and 
other continents. The vast in- 
vestments of American business 
in foreign countries make it im- 
possible for big American banks 
to confine their activities to this 
country. And they cannot ig- 
nore public opinion either at 
home or abroad. Nor can they 
afford to ignore that great and 
most reliable and, most read- 
ily controlled moulder of pub- 
lic opinion—advertising. Presi- 
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dents, kings, 
appealing today to the public 


governments are 


opinion of the world. They 
don’t have to advertise. What 
they say goes, and mostly free. 
Big banks are getting some of 
their propaganda across too— 
and free. But that method is 
too uncertain, too fraught with 
danger. They can offset unre- 
liable news about themselves, by 
telling their own story in paid- 
for space. The upbuilding of 
confidence, in either a local, a 
nation-wide or a _ world-wide 
sense, is a slow process; it should 
be deliberate, constructive, posi- 
tive, controlled, not left to 
rumor or haphazard publicity, 
nor yet abandoned to silence. 
It becomes more clear daily, 
as we move into the interna- 


Overlooking these Benefits? 


“Of course, s Checking Account is @ 
great convenience,” said » new depos 
itor, “but frankly, I believe that I am 
opening this account with you because 
of the prestige it will establish for me.” 


“That's an advantage, it is true, but 
there are other benefits as well,” the 
officer who opened the account ex- 
plained. ~ You will find that « Check- 
ing Account will prove of assistance 
in helping you to keep track of your 
expenditures, through notations which 
you may make on your ‘check stubs. 
Furthermore, every time that you pey 
out money by check, you sutomatically 
obtain s receipt in the form of » can- 
celled check which can serve as legal 
proof of payment.” 

“Those are benefits I never consid- 
ered,” said the new depositor. “Several 
times though, I have felt that money 
which I kept home had been lost, but 
have never deen quite sure.” 

“Well, in that case you will find 
thet a Checking Account will help you 
to avoid such low. Funds may be depos- 
ined in » Checking Account ss soon ss 





received, to be drawn upon as needed. 

“But there is enether outstanding 
advantage in having # Checking Ac- 
count,” the officer sated. “It is less 
obvious than the sdvantages of conven- 
ience and prestige which you had in 
mind when you came in to open your 
account today. I refer to the part that 
2 Checking Account may fulfill in 
establishing credit sanding at the 
bank. It helps prove sbility to handle 
financial matters in an efficient way 
and is a valuable reference whenever 
you desire to bortow money.” 

“Have you s booklet that summe- 
rines these benefit?” 

“On page eight of our booklet ‘Do 
You Use Your Bank Enough?’ you 
will find just the information that you 
desire,” replied the officer, handing 
the depositor # copy of the booklet, 
“and no doubt, you will also be inter- 
ested in the other services described * 

Additional copies of the booklet 
may be readily obtained from our lobby 
writing desks or by phoning 4-114! 


or writing— 





Well presented inquiry-seeking commercial copy on the 


advantages of a checking account. 
lines in local newspapers by a Utica, N. Y., bank. 


Run 5 columns x 210 
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tional phases of economic ang fg themsels 
political relationships, that what fg and SO 
people think determines what fear m 
governments, institutions, busi. fund of 
ness and banks shall be. How & or less 
important it now is for great study, ¢ 
banks to cultivate public cong. jg rather | 
dence in great measure. They @ port, ¢ 
need it vitally. They cannot @ such fa 
have too much of it, either at g t sele 
home or abroad. Big American § given 
banks, by force of the new con. Data, P 
ditions need to advertise na @ /ation { 
tionally and internationally, § obtaine 
Their voice of assurance must This 
be heard in the financial capi tends t 
tals of the world as well as @ in forci 
throughout our own nation, who de 
The advertising scope of the and th 
strong commercial bank with a § by co! 
merely local business is clear: § his wil 
consistent representation in local § distingt 
media. lisher? 
But the scope of advertising In th 
of the big commercial bank is § ‘hip w 
limited only by the boundaries § squarel 
of its far-flung business. In every § sizing 
large city of this country there § would 
is at least one bank that could § tising 1 
advertise profitably in national It is 
magazines and in leading news: § we mi 
papers throughout the country § lishers 
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and in certain publications in 
foreign countries, thereby earn- 
ing, in the long course, divi 
dends for stockholders and 
permanent international prestige 
and good will. 

At least a score of banks in 


































this country might logically be The 
committed to such a campaign camps 
of national and _ international § vertisi 
confidence building—and on a § stand 
permanent basis. faith 
To sum up, the new impor § yhod 
tance of commercial bank adver: J a4, ,, 
tising is an inevitable conse ff i+, 
quence of the new position of je 
> , actics 
commercial banking. 
group, 
Speaking before the invest- = 
ment group, John Benson, J gence 
president of the American § appea 
Association of Advertising = 
Agencies, said, regarding cir’ 2 thy 
culation trends and the im § this 5 
portance of the use of Audit he 
Bureau of Circulations re rs 
ports in determining true J precia 
circulation values: about 
togetk 
All buyers of advertising § Not e 
should make a thorough use of § our \ 
A. B. C. reports to acquaint § lisher 
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themselves with the methods 
and sources of circulation. I 
fear many use this invaluable 
fund of information in a more 
or less careless way. It takes 
tudy, especially in view of the 
rather complicated form of re- 
port, to collect and appraise 
such factors; it is so much easier 
to select media from figures 
given in Standard Rate and 
Data, picking the highest circu- 
lation given, regardless of how 
obtained. ~ : 

This is a vicious practice; 
tends to encourage the publisher 
in forcing methods, both the one 
who deliberately seeks to do so 
and the one who is compelled 
by competition, much against 
his will. If we buyers do not 
distinguish, why should the pub- 
lisher? It is largely up to us. 

In the A. A. A. A. member- 
ship we are keeping this matter 
squarely before buyers, empha- 
sizing their responsibility. It 
would be helpful if you adver- 
tiing managers did so, too. 

It is extremely important that 
we make known to the pub- 
lishers what we think of forced 
circulation, how we value it or 
disvalue it, so that they can be 
governed accordingly. They are 
going to give us what we want; 
that is their market problem. 
We must stand for sound value, 
and make it known. 

There will always be two 
camps in the publishing and ad- 
vertising business, those who 
stand for sound value, good 
faith and fair play, and those 
who do not, who want no stand- 
ards nor audits nor appraisals to 
interfere with their exploiting 
tactics. The latter are a minor 
group, but they can do a lot of 
harm, are often influential. 

They undermine reader confi- 
dence in advertising by tricky 
appeal; they compete unfairly; 
they use high pressure methods 
and dilute values; and it is up 
to the constructive elements in 
this business to checkmate them. 

That means you and me—all 
who invest in the printed word 
and desire to keep it from de- 
Preciating. We must be a unit 
about it. Think in concert—act 
together. Mere resolutions are 
not enough. We should make 
our wishes known to the pub- 
lisher by the way we select 
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getting ahead? 


Or are you worrying along 
in a financial muddle? 
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MILWAUKEE 


kre UNIT OF WISCONSIN SANESHARES G8OUP 


Number one of an interesting series run in local news- 
papers by a Milwaukee bank under the general head- 


ing, “How to Use Your Bank to Get Ahead.” 


The 


advertisements of the series were run 6 columns x 300 


lines. 


A direct mail campaign was run in conjunction 


with the series. 


media and ask of him a censor- 
ship of advertising fair to all. 


Walter Dunham, presi- 
dent, Detroit Savings Bank, 
addressing the commercial 
group meeting on the sub- 
ject “Advertising as a Back- 
ground for the Development 


of Commercial 
said, in part: 


Banking,” 


All too often we find in banks 
responsible officers who do not 
or will not regard as important 
the efforts of the advertising de- 
partment, 


Some banks say they cannot 
afford to advertise. They are 
right. They haven't any money 
for advertising, and little for 
anything else, if this is a sample 
of their thinking. 

In every organization exists 
some mental giant who will arise 
on all occasions and loudly pro- 
claim that advertising is an ex- 
pense. This statement is usually 
born of the idea that some: 
method should be employed to 
eliminate advertising and reduce 
this expense. No one in this 
audience for a moment doubts 
that advertising is expense. So 
are telephones; so are credit de- 
partments. It certainly costs 










Still—as in ISI2-—a 
NEIGHBORLY 
Bank 


Founded in those more neighborly days of 1812, Chatham 
Phenix has always retained the neighborly manner of conducting 
the business of a bank and trust company 

Drawn from many sections, its officers have consistently 
maintained their broad acquaintance with men, industries and 
conditions—their neighborly contacts and spirit. 

Located at the main “crossroads” of the city’s trade, each 
of the 16 Chatham Phenix units is a complete bank, and all, 
together, are in touch with every line, every phase of business. 

Those who are seeking an adequate and thoroughly satis- 
factory trustee in personal and corporate trust matters may call 
upon Chatham Phenix confident of always finding here“the friend- 
liness of their neighborhood banker, with all the resources, facil- 


ities and contacts of a great and complete metropolitan institution.” 






CHATHAM ! 








CHATHAM PHENIX|! 
NATIONAL BANK AND TRUST COMPANY 


Main Office, 149 Broadway, New York City NATIONAL |] 
§ BANK 
Arrange a Complete Estate Plan—with a Bank 


Completely Equipped to Serve You and Your Heirs 


4 = 
p TRUST COMPARY 


Good layout, typography and copy combine to make 
unusually inviting this advertisement of a New York bank 
in behalf of its branches. Run 5 columns x 170 lines. 


—— 


has in the past surrounded bank 
decisions. It is not enough to 
say to our friends, “This jg o, 
is not good banking.” They 
want to know why. Our cys 
tomers have a right to know 
when we fix a rate on their 
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money to keep the bank swept 
out and the windows clean. 
Doctors, dentists and babies are 
expensive. There are certainly 
a great many expense items that 
we should endeavor to reduce, 
although we cannot escape them. 
Inefficient advertising is an ex’ 
pense to which we should dedi- 
cate our every effort to reduce. 
But we do not propose a dis- 
missal of every employe because 
some are inefficient. No. As 
my friend, Mr. Lewis, says, “We 
must be careful not to pour out 
the baby with the bath.” 

May I quote from James 
Bryce who said: “Three-fourths 
of the mistakes a man makes are 
made because he does not really 
know the things he thinks he 
knows.” Apply this measuring 
stick to these fine officers who 


scoff at advertising effort; and 
if, in the knowledge of the re- 
sult, you men who are charged 
with the advertising policies of 
your banks do your job, those 
officers will in the light of in- 
creased knowledge become your 
active allies. 

Advertising is only a form of 
selling; so, start the sales cam- 
paign by letting your own or- 
ganization know what you are 
trying to do and what you hope 
to accomplish. Mail a copy of 
your advertising matter, of 
whatever kind, to each one of 
your directors. Invite their criti- 
cisms and listen patiently to 
their suggestions. If there is 
one type of inertia that has re- 
tarded the entire progress of 
banking more than another, it 
is the attitude of mystery that 








loans, by what process of reason. This 
ing we arrive at that rate. And [the circ 
so, in the advertising policies, J cent pt 
do not dismiss your well mean §xll go 
ing critics with the simple state. [§ against 
ment, “Oh, this is advertising J tions cr 
and you wouldn't understand,” [than n¢ 
John D. Rockefeller, com § It ne 
menting not long ago on the Minds it 
mistakes of his company and the jin prod 
public misunderstanding of its cause 
policies, out of the accumulated M could 
wisdom of his years said: “That [come t 
the best policy for any corpora J bank p 
tion to pursue is to do the right § Final 
thing by the public, but equally fof all, 
important,” he added, “‘is to let publish 
the public know you are do strikes 
ing it.” he is { 
him fr¢ 
G. Prather Knapp, direc: § which 
tor of banking publications, soa 
Rand McNally & Co., Bie soo: 
addressing the commercial §j editori 
banking group on “Bank to oes 
we on ee 
Bank Advertising,” said, in [i that th 
part: fnanci 
space 3 
Today we have at least ten Last 
publications which the bank-to- jj questi 
bank advertiser can use with the al A 
full assurance that he is getting § dit of 
a definite value for his money. § ° 20 
These publications are carefully §£ fu 
and constructively edited, some circula 
for sections, others for the bank- be a 
ing fraternity of the nation. right | 
They are painstakingly and hon § "ed f 
estly circulated and their circu §Vettise 
lation is proved to the adver editor 
tiser either by A. B. C. audits, § even 
postoffice receipts or equally g ment 
cogent evidence. But, gentle: = 
you 





men, these publications are suf: 
fering, each and every one of 
them, from the failure of big 
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banks, from your failure to ease I y 
them from the strain or irre § 0 li 
sponsible competition. This com that 1 
petition is supplied by some§™ he 
half-gross of assorted house: § urn 
organs, personal organs, group § si0 
organs, etc., ad nauseam. law 

This competition starts at the Engir 
reader’s desk. No banker pos - 
sibly can read all the printed §' t 
matter that comes to him, andg%nt 
the result is that many bankers the f 
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rad none of it. Even those 
gho read some of it do not pay 
ys close attention to the maga- 
tines of their profession as law- 
yers, doctors, engineers and 
allroad men do to the publica- 
tions of their profession. 

This competition strikes at 
the circulation manager of a de- 
cent publication, who has to 
wll goods created at a cost 
wainst a welter of free produc- 
tions created for nothing or less 
than nothing. 

It next hits at the editor, who 
finds it dificult to get assistance 
in producing a good paper be- 
cause so many bankers who 
could write good articles have 
come to the conclusion that no 
bank publications are read. 

Finally, and most important 
of all, come the effect on the 
publisher. This competition 
trikes at his purse strings. If 
he is poor but clever, it keeps 
him from acquiring the revenue 
which he would be glad to 
send on improving his publica- 
tion. If he is rich but canny, 
he soon comes to see that good 
editorial content has little effect 
in producing increased revenue 
because so many bankers feel 
that they must buv space in all 
fnancial publications if they buy 
space in any. 

Last year at Louisville, the 
question was raised of a Finan- 
cial Advertisers Association au- 
dit of financial publications. I 
do not believe this was made to 
go further than an acid test of 
circulation, but that alone would 
be a tremendous step in the 
tight direction. It could be car- 
ried further, to a Financial Ad- 
vertisers Association approval of 
editorial content and might go 
even further, to the establish- 
ment of a Financial Advertisers 
Association Committee which 
would produce or assemble high 


distinguished journalism and 
will not support any other kind. 


HOW BANKS ARE 
ADVERTISING 


Tue First National Bank of 
Atlanta has recently been 
running an unusually good 
campaign in local newspapers, 
4 columns x 168 lines, with 
the bank’s loaning facilities 
as the central theme of the 
copy. One of the advertise- 
ments of the series, headed, 
“It Requires More Than 
Money to Make Money,” de- 
velops this point in the copy 
as follows: 


largest companies 
in fourteen great 
California indus 
tries (including all 
of the ten largest 
corporations in the 
state) are depositors 
in 
Bank of America 


It takes industry, intelligence 
and character. But—where these 
essentials are present in any busi- 
ness and sufficient working capi- 
tal is lacking—then money 
becomes necessary to success. 

This bank gladly extends its 
credit and also the refinancing 
facilities of the First National 
Company to aid those concerns 
who have demonstrated the sub- 
stantial nature of their business 
and their ability to make prog- 
ress. 


THREE booklets on fixed trusts, 
all having the cover title, “As 
One Banker to Another,” have 
been published by the American 
Trustee Share Corporation, dis- 
tributor of Diversified Trustee 





not too small 


for the ar. est account 
. not too large for the ma llest 


Waar do you require of a bank? Most people 
deposit their funds where they feel assured of: safety for their 
funds, efficient helpful service to meet their particular needs, and 
convenience of location 


‘These factors are considered of 
major importance by the business 
leaders who manage California's 


great corporations 


And Bank of America is privi- 
leged to serve 83 per cent of the 
largest companies in 14 important 
California industries. 

The combined balance sheet 
assets of these “Builders of Calit- 


ornia™ exceed 18 billion dollars 
They employ more than 625,000 
people 

Bank of America appreciates the 
confidence expressed in their selec- 
tion of this bank. But officers and 
staff members never forget that 
small savings accounts were the 
foundation of the Bank's modest 
beginnings 


Your account, large or small, will receive our interested 


artention. Bank of America offers you —through a conven- 


ient branch in your community — complete, modern bank- 
ing service and the security of ample, diversified resources. 


Bank of America 


National Trust & Savings Association 


grade editorial matter for the 
editors of banking publications. 
I was never more serious in 
my life than I am when I say 
that it is up to this association 
to help banking get the sort of 
journalism which a great pro- 
lession requires and deserves. 
law has it. Medicine has it. 
Engineering has it. Transporta- 
ton has it. Banking lacks it 
lor the sole and sufficient rea- 
‘on that banking has yet to take 
the position that it will support 


Emphasis in the above advertisement of a San Francisco 
bank, one of a series in a similar vein, is placed on the 
scope and importance of the bank’s depositor relationships. 
Run 5 columns x 154 lines in California newspapers. 
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Shares. The text of each of 
these three booklets, written in 
concise and understandable lan- 
guage and augmented by un- 
usually inviting typography, is 
addressed specifically to com- 
mercial bankers. The first of 
the three booklets is addressed 
to the bank’s investment ad- 
visory officer and carries above 
the text the heading, “What to 
Do About Stock Market Ad- 
vice.” The text of the second 
booklet is addressed to the trust 
officer, with the heading, “What 
Stocks to Buy for Others.” The 
text of the third booklet is ad- 
dressed to the collateral loan of- 
ficer and is headed, “What 
Stocks to Carry for Customers’ 
Account.” 

The booklets are mailed direct 


to bankers by the American 
Trustee Share Corporation from 
lists of names supplied by deal- 
ers in Diversified Trust Shares. 
The color designs of the covers 
of the three booklets are par- 
ticularly attractive. The size of 
the booklets, each of which runs 
eight pages, is 5x 7. 


“To Them Their Home is 
Their Fortune,” is the head- 
ing of a recent newspaper 
advertisement, of the Cleve- 
land Trust Company, 5 col- 
umns x 217 lines. The copy 
of this advertisement reads as 
follows: 


Here is an old couple to 
whom their modest home is a 


For BIG AND LITTLE 


SAVE 


Tue chubby boy 
whose brown fist 
holds three dollars 
earned by mowing the 
acighbors’ lawns—is 
starting his first sav- 
ings account. We are 
helping him. The gray haired man 
standing behind him has made his for- 
tune—the Cleveland Trust is managing 
his property for him, leaving him free 
in his advanced years to enjoy the fruits 
of his labor. Between these two ex- 
tremes:stand many classes and kinds of 


people, and for them 
we are rendering 
many types of sound 
banking service 
Each of these funds i+ 
wealth to its owner— 
each of them is served 
to the best advantage by Cleveland 
Trust. Each regards a Cleveland Trust 
savings account as the foandation 
Such an account is now more de- 
sirable than ever for in addition to 
being safe and always available it 
is now free of the Ohio personal tax. 


Cleveland Trust 


Resources over 8300,000,000.00 


Member Federal Reserve System 


Member Cleveland Clearing House Association 


Aids You bvery Ste pon the Way to Financial Pie pendence 


A savings advertisement of a Cleveland bank in which 


typography and art work blend well together. 


Run in 


local newspapers 5 columns x 160 lines. 


fortune. It is so regarded both 
by them and by the Cleveland 
Trust Company. 

The home we helped them 
build, by a mortgage loan, was 
paid for in their more active 
days. Their savings account in- 
terest, and occasionally a little of 
the principal, provide for their 
simple needs. A little money 
has been invested in high-grade 
bonds with a good yield. 

These good people are free 
from financial worries—they are 
ending their days in well-earned 
peace and comfort. 

This simple story, with minor 
variations, is repeated many 
times in our list of customers. 

Our officers and directors are 
as proud of their part in helping 
these modest people as they are 
of their service to the many 
great estates entrusted to their 
care, 


THE Central Republic News 
(formerly the Central Group 
News) house organ of the 
Central Republic Bank and 
Trust Company, Chicago, 
makes its first appearance 
under its new title with the 
August issue, contents of 
which feature the opening 
and executive personnel of 
the recently consolidated Na’ 
tional Bank of the Republic 
and the Central Trust Com: 
pany of Illinois. On page 
three of this number is a 
message of welcome to ofh- 
cers and employes of the 
Central Republic Bank and 
Trust Company and its affil 
ates, from Philip R. Clarke, 
president of the new bank. 
This message reads: “Wel 
come! To every member of 
the Central Republic family: 


Were it possible to do so! 
would like to extend to each one 
of you personally, a hearty wel: 
come to the fold—the Central 
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Republic Group. May this mes- 
age be your assurance that we 
ue happy to have you with us 
in this strong organization, 
edicated to the greater financial 
wrvice of our customers and the 
people of Chicago. ; 

In the consolidation of the 
Central Trust Company of 
llinois, the National Bank of 
the Republic of Chicago and its 
filiate, Chicago Trust Com- 
pany, together with their invest- 
nent units, two splendid groups 
of workers have come together 
3 one family. No matter to 
which organization you may 
have belonged, you are equally 
welcome and essential to our 
general welfare, and, as you no 
doubt realize, the consolidation 
ofers every one of you greater 
opportunities for worth while 
achievements. 

The willingness and ability 
you have shown in overcoming 
the recent difficulties incident to 
the consolidation, have in large 
measure evinced the fine spirit 
of co-operation which has been 
traditional in the staffs of both 
banks, 

With this backlog of dependa- 
bility to build on, your persis- 
tent and constructive efforts in 
behalf of the new institution will 
not only develop a constantly 
broadening field of activity for 
accomplishment for our cus’ 
tomers and our stockholders, but 
likewise for ourselves as members 
of the Central Republic group. 

With best wishes to every one 
of you, I am 
Yours very sincerely, 


Philip R. Clarke, President. 


THE Merchants National 
Bank of Mobile, Mobile, 
Alabama, has been running 
a series of institutional ad- 
vertisements on Mobile’s re- 
ources and advantages in 
local newspapers, 4 columns 
%273 lines. Each advertise- 
ment bears the same headline, 
‘Mobile Is Fortunate,” but 


Moore than 


me" = just a 
Line of Credit 


On often we are asked the question: 
“*What line of credit can you offer me?” 
To a business man it naturally seems an im- 
portant one. 


It is. But to our way of thinking, it should 
rarely be the sole basis for selecting a bank. 
The question of a bank’s ability to serve 
should go far deeper than an analysis of 
what any business can soundly borrow. 


True—lending money is our business. We 
welcome opportunities to make sound loans 
—large or small. But we should not like to 
think that our service ended there. What 
the Baltimore Trust Company has to offer 
is a friendly constructive relation reaching 
out through our individual depositors to the 
community as a whole. 


It is a relation that oft-times finds expres- 
sion in cooperation which extends beyond 
the mere routine of banking. For frequently 
it is possible for a large bank, with its many 
connections, to be of service not readily 
available through any other source. 


Thus our depositors believe in us because 
we have demonstrated our belief in them. 
Working on this basis, we find the matter 
of legitimate credit largely cares for itself. 


BALTIMORE @& TRUST 


COMPANY 


Capital and Surplus $10,500,000 


MEMBER 
FEDERAL 
RESERVE 
SYSTEM 


A good combination of the institu- 

tional and commercial appeals run 3 

columns x 203 lines in local news- 
papers by a Baltimore bank. 


each has different copy. One 
of the advertisements reads: 


Mobile is fortunate in being 
the only seaport of the great 
State of Alabama. In commer- 
cial importance Alabama has 
been steadily climbing in rank 
among the states of the Union, 
but it is our confident opinion 
that its tremendous resources are 
yet undeveloped when compared 
with the result that progress in 
future years will bring. 

Mobile is fortunate in its 
nearness to the immense indus- 
trial activity of the Birmingham 


district, with the wealth of min- 
eral resources of that region. 

Mobile is fortunate in being 
at the foot of the inland water- 
ways of Alabama, the second 
largest river system in the United 
States. 

We of the Merchants Na- 
tional believe in the future of 
the State of Alabama. and es- 
pecially do we believe in the 
future of its seaport. 


“Your Best Investment,” is 


the title of an eight-page sav- 
ings booklet published by the 
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So often you hear of others 
suffering serious financial loss 
as the result of fire or theft. 
Have you taken proper pre- 

cautions for the protection of your 
own valuables? 

The precious things you have 
taken so long to collect have come 
to have a double significance, far in 
excess of the small cost of 
a Safe Deposit Box. It is 
not their intrinsic value 
as much as their associa- 
tion that you cherish. 


Summer Storage 
—for your valuables 


The old jewelry, the family heir- 
looms, private papers, your will, the 
deed to your home—all these 

need protection. In addition, ther 
are many others. 

A Safe Deposit Box in one of our 
eight convenient vaults, located 
throughout the city, is a sure pro- 
tection at a very nominal cost 
When you consider 
that for $5 per year 
you can rent a box 
it is false economy 
to be without one. 


FIDELITY UNION 
TRUST COMPANY 


pce th tex a Ste sto kiasaainicaltaell 
eMember Federal Reserve System 
NEWARK, NEW JERSEY 





Striking arrangement of typography and art 
work bring added attention getting value to 


this safe deposit 


box advertisement 


of a 


Newark, N. J., bank. 


Cedar Rapids Savings Bank 
and Trust Company, Cedar 
Rapids, Iowa. The booklet 
is 3% x 6% in size and is 
printed in two colors. The 
text discusses seven cardinal 
reasons for making a savings 
account your first and best 
investment. These seven 
reasons are given as: 

1. It is safe. 2. Always at 
par. 3. A cash reserve. .4. 
Money at work. 45. Invest any 


amount. 6. Contact with the 
bank. 7. Living insurance. 


Each of these seven rea- 
sons is elaborated on in the 
text. 


“He Is Your Best Friend,” 
reads a current trust adver- 
tisement of the Union Trust 
Company of Cleveland, run 
in local newspapers, 4 col- 
umns by 182 lines. The copy 
of this advertisement reads: 


But would you wish him to 
neglect his business that he 
might attend to yours? 

For that is what you are ask- 
ing him to do if you make him 
your executor. 

Suppose he agrees to act— 

He is apt to find himself in- 
undated by the mass of detail 
involved in settling an estate. 

Faced with complex problems 
—in addition to his own work— 


Le 


might he not eventually seek the 
aid of a trust company? 

Before embarrassing your best 
friend by asking him to under. 
take such a task, investigate the 
manner in which an executorship 
is handled by a trust company 
especially equipped to do that 
business. 

Ask for our booklet, “Whom 
Should You Name as Your Ex: 
ecutor?” The facts contained 
in this book may have a direct 
bearing on your family’s future 
happiness. 


THE Provident Trust Com 
pany of Philadelphia has 
issued a series of four folders 
on business insurance trusts. 
The folders are 5 x 8 in size 
and printed in two colors on 
colored stock. There is an 
illustration on the cover of 
each folder, but no text, the 
titles appearing on page two. 
The chief purpose of the 
four folders is to obtain in 
quiries for a booklet pub 
lished by the bank entitled, 
“Eight True Business Sto 
ries,” telling how careful 
business men have protected 
both family and __ business 
with a business insurance 
trust. A postcard is inclosed 
with each folder. The titles 
of the four folders are: “The 
Business Was Expanding 
Rapidly;” “A Vital Factor 
in His Brother’s Business;” 
“Rewarding Faithful Em 
ployes Yet Retain: 
ing Control of Stock;” and. 
“To Protect a Business and 
Prevent Family Discord” 

Copy of the folder, “The 
Business Was Expanding 
Rapidly,” reads, in part, a 
follows: 


A very usual form of busines 
association is a partnership. It is 
a relationship easily entered 





-—_ 


—_— 


But it | 
legal asf 
understot 
Two ] 
worth $1 
their pré 
The | 
rapidly. 
into the 
was dra 
Each ree 
of the o 
be the © 
the dece 
was wea 
of being 
in cash. 
to be 
business 
protect 
partner 
We p 
duty of 
would n 
the busi 
for the 
assets Wi 
Unless 
which p 
of the d 
survivor 
that the 
be sold 
take hal 


at force 


A cul 
tisemer 
dustria 
York, 
and tl 
column 
newspa 
The 
tolse an 
preted j 
Too : 


to reacl 


THE BANKERS MAGAZINE 


539 


ooo 


But it has responsibilities and 
legal aspects seldom thoroughly 
understood in advance. 

Two partners with a business 
worth $100,000 came to us with 
their problem. 

The business was expanding 
npidly. Profits were going back 
into the business. Each partner 
was drawing a modest salary. 
Each realized that on the death 
of the other the survivor would 
be the only logical purchaser of 
the decedent's interest. Neither 
was wealthy enough to be sure 
of being able to raise $50,000 
in cash. The question was how 
to be able to perpetuate the 
business for the survivor and 
protect the family of the first 
partner to die. 

We pointed out that the legal 
duty of the surviving partner 
would not be the perpetuation of 
the business but its liquidation 
for the purpose of dividing all 
asets with the decedent's family. 
Unless a plan were in existence 
which provided for the purchase 
of the decedent's interest by the 
survivor for cash, it was likely 
that the business would have to 
be sold elsewhere and the family 
take half of what it would bring 
at forced sale 


A CURRENT savings adver- 
tisement of the Emigrant In- 
dustrial Savings Bank, New 
York, headed, “The tortoise 
and the hare,” and run 3 
columns x 96 inches in local 
newspapers, reads, in part: 
The old fable about the tor- 
tose and the hare can be inter’ 
preted in terms of saving money. 
Too many people, in their race 
to reach financial security, resort 
to the tactics of the hare. They 
rly on “windfalls.” on sudden 
‘purts of good luck,” to put 
them ahead. They think of sav 
ing only as pertaining to large 
ums. If they use a savings 
bank, they are more apt to wait 
until they can make an occa- 
t is sonal large deposit, than to 
ed. WtNg in large amounts regularly. 


But, in the long run, the 
people who win the money-race 
are likely to be those who run it 
as the tortoise ran—and won— 
his race with the hare. They go 
forward, evenly, steadily, slowly 
—but safely and surely—putting 
by only a relatively small sum 
at a time. But usually this sum 
is a definite part of their income, 
and they deposit it regularly. 
The “hares” may be in front at 
the end of one year, or two. 
Over a long stretch of time, 
though, it’s the “tortoises” who 
come out ahead. 


A RECENT savings advertise- 
ment of the Bank of Pitts- 
burgh N. A., run in local 


newspapers, 3 columns x 140 


lines, and headed, “A Lesson 
in Thrift from the Life of 
George F. Baker,” reads as 
follows: 


Mr. George F. Baker, noted 
banker and one of America’s 
richest men, died recently leav- 
ing a fortune estimated to be 
between $300,000,000 and 
$500,000,000. 

Mr. Baker's first position was 
that of clerk in the State Bank- 
ing Department of New York, 
where he was paid a salary of 
$500 per year. 

His first lesson in saving came 
when he was eight years of age. 
While visiting an uncle who was 
retired, he inquired: 

“Why do you _ not 
uncle?” 


work, 
“Because I live on the 








onvenience 


No matter where you live or work, American Bank 
service is near you. Each of our sixteen conveniently located 
offices offers you the same thoughtful service—the same seventy- 
five million dollar strength—the same extra financial facilities 
that our thousands of patrons enjoy. 


Have you availed yourself of American Bank service? 
If not, visit the office nearest you. A friendly chat with one of 
our officers will convince you of our desire to be of service 
and ability to handle your financial requirements. 


* 16 OFFICES * 


AMERICAN NATIONAL BANK STOCKYARDS BRANCH 
MAIN OFFICE, FOURTH AND UNION 
08 BROADWAY OFFICE 
CUMBERLAND VALLEY BRANCH 
$07 CHURCH ST. 
301 BROADWAY OFFICE 
CHURCH STREET BRANCH 
617 CHURCH ST. 
‘WEST NASHVILLE BRANCH 
4918 CHARLOTTE AVE. 
WEST END BRANCH 
1614 WEST END AVE. 
NORTH NASHVILLE BRANCH 
901 MONROE 


CENTENNIAL PARK BRANCH 
2704 WEST END AVE. 





NASHVILLE AND AMERICAN 
TRUST CO. 
MAIN OFFICE, $13 UNION 
FLAT ROCK BRANCH 
2525 FOURTH AVE. S. 
SPRINGFIELD BANK BRANCH 
SPRINGFIELD, TENN. 
OLD HICKORY BRANCH 


TENTH & WOODLAND BRANCH ‘OLD HICKORY, TENN. 


1001 WOODLAND 


NASHVILLE 
RESOURCES #£75,000,000 


Y AMERICAN NATIONAL COMPANY 








Playing up the factor of convenience, a Nashville, Tenn., 
bank ran the above reproduced advertisement in local 
newspapers 5 columns x 207 lines. 





SAVINGS 


Give Jobs 


The $4,770,000° that will be deposited in Bowery 
Savings Bank this week will go to work at once. Part 
of ic, of course, will be kept in the bank as a cash 
reserve. But much of it will go into government, state, 
municipal, public utility or railroad bonds. What 


happens then? 


That flow of capital rurns the machinery for the con- 
struction of roads, federal, state and municipal build- 
ings and other public works—the very construction 
which national leaders have ethphasized in their pro- 
grams to increase employment and prosperity. 

Some of these deposits will go into amply secured 
first mortgages—to protect homes and legitimate real 
stare investments that are part of the foundation of 


the community. 


Nothing lazy about savings bank dollars! 
In addition to doing this big job every dollar you de- 
posit is a plank in building your present and fucure 


security. 


“Average weekly figure for the first six months of 1931. 


BOWERY 


SAVINGS BANK 


110 East 42nd Street 


130 Bowery 


One of a series of savings advertisements 


attacking the 


theory advanced from 


some 


directions that money deposited in savings 


banks is 


removed from useful 


circulation. 


Run 3 columns x 153 lines in local newspapers 


by a New York bank. 


interest of my money,” replied 
his uncle. 

The impression made by this 
statement influenced him to save 
$100 from the $500 paid to him 
by the State of New York in his 
first position. 

His thrift, his saving habit and 
his judgment made him one of 
the outstanding American finan- 
ciers of all time. 

By establishing a savings ac- 
count with this bank, you have 


accomplished the first step in 
financial independence, and a 
successful future. 

We invite your account. 


THE Bank of America N. T. 
& S. A., San Francisco, has 
been running a statewide in- 
stitutional campaign in news- 
papers on leading businesses 
and industries of California. 
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One of the advertisements of 
this series is reproduced on 
an accompanying page. An- 
other of the series, with the 
heading, “Suppose All Presses 
Stopped Tonight,” reads a 
follows: 


Imagine a world without the 
printed word—every field of 
human endeavor handicapped! 

Printing, in this state, is both 
a great industry and a fine art. 
California printing companies 
frequently receive orders from 
many other states, and even 
from foreign countries. 

More than 14,000 Cali 
fornians are employed in print 
ing and allied industries. Yearly 
expenditures for wages and 
materials exceed $65,000,000. 

Successful plant operation re: 
quires sound use of commercial 
credit as well as dependable 
banking service. 

And the Bank of America 
takes pride in the fact that more 
than 350 printing and_ publish: 
ing companies are depositors in 
this bank. Most of these con 
cerns pay employes by check— 
avoiding the risk of handling 
cash, and reducing insurance 
costs. 

In depositing these checks a 
various Bank of America 
branches, hundreds of printing 
craftsmen make regular addition: 
to their interest-bearing savings 
accounts. Steady financial prog 
ress is the happy result. 

To business concerns in this 
community, as well as to ind’ 
vidual depositors, the Bank 0! 
America offers the same advant’ 
ages: alert, dependable service— 
and the security of ample, d’ 
versified resources. 


The advertisements of this 
institutional series of thd 
Bank of America were 
4 columns x 154 lines. 
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vistas in the largest single CLEVELAND 
banking room in the world— Resources over $300,000,000 
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and below are illustrated two different types of night depositories— 
one circular and one rotary. 


Designed, Manufactured and Installed by 


Herring-Hall-Marvin Safe Go. 


Factory— Hamilton, Ohio 


New York Chicago San Francisco Birmingham Boston St. Louis Los Angeles 
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Problems in Bank Credit 


By M. E. RoBERTSON 
Assistant Vice-President and Credit Manager, National Shawmut Bank of Boston 


THE BANKERS MAGAZINE has secured the services of Mr. Robertson to answer 


the inquiries of readers on current problems of the credit manager. 


Questions. of 


general interest to credit men and bankers will be answered and only the initials of 


the persons asking the questions will be used. 


In case the question is not one of 


particular interest to bank credit men as a whole or is one which has been answered 


before, a reply will be made by mail. 


In order that all questions may be answered intelligently, it is requested that they 
be direct and to the point, but that sufficient necessary detail be included to enable the 


editor to draw the proper conclusion. 


Inquiries should be addressed to the Editor, 


Bank Credit Problems, THE BANKERS MaGazINE, 71-73 Murray Street, New York. 


UESTION: What is your opinion 
with regard to granting a loan to 
a security house, secured largely by un- 
listed securities which are issues which 
they put out? They offer to give us 
stock exchange securities for part of the 
collateral but it is not likely that such se- 
curities would amount to more than 40 
per cent. of the total collateral and 
usually would only be for the margin, 
the face of the loan being covered by the 
unlisted securities. The unlisted securi- 
ties which they offer are mostly mortgage 
bonds on first class city property. 
B. L. 


ANSWER: In general, of course, 
banks are not attracted to the type of 
loan which you mention. Unlisted se- 


curities upon which daily markets can-’ 


not be obtained do not afford the most 
desirable collateral.. One really does not 
know what they are actually worth until 
one tries to sell them, and then after 
payment has been demanded and the 
customer is unable to pay it is very 
often found that they can only be sold 
with some difficulty. If they could have 


been sold with ease the borrower would . 


undoubtedly have found the market and 
would have taken care of sale through 
orderly liquidation. Sometimes there 
are good reasons which more or less im- 
pell the bank to grant a loan of that 


character and where the loan is sup- 
ported in addition by a statement of the 
borrower indicating financial responsi- 
bility aside from the collateral furnished 
there may be some justification. Gen- 
erally security houses in borrowing 
against issues of their own origin do so 
as a temporary matter pending the sale 
of such securities to the public. It is 
therefore very essential that the collateral 
be watched very closely to see that the 
desired result is being - accomplished, 
i. e., that there is a turnover in the un- 
listed securities pledged and that the 
bank is not caught with some “sleepers” 
which the security house is unable to 
market and put in the hands of the pub- 
lic. Where the securities are constantly 
being turned there is less danger of be- 
ing caught with some unsatisfactory 
issues. There are undoubtedly cases of 
houses of this character getting through 
the recent breaks in the market more 
successfully than might have been the 
case if daily quotations could have been 
found on their issues. This simply 
brings us back to the point that the 
value of the collateral is never known 
until sale is attempted. Real estate 
bonds on high class city property would 
warrant special consideration and analy- 
sis if used for business purposes, where 
rental on long term lease by high class 
business organizations is assured and 
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where income is sufficient to take care 
of interest charges on the bonds and 
where proper provision has been made 
for the amortization of principle over 
the life of the issue. In general, how- 
ever, it is a type of loan to be frowned 
upon, if made the margin should be very 
large, it involves more than normal risk 
and requires more than ordinary at- 
tention. 


QUESTION: We have recently seen 
several statements of utility companies 
where the amount of depreciation 
charged off varies. The company will 
charge off liberal amounts in years when 
earnings are good and when earnings de- 
cline there is a great drop in the amount 
of depreciation written off. We have 
noticed one instance of an industrial 
company where this same policy was fol- 
lowed. When we took the matter up 
with the management they advised us 
that because of lessened volume that 
there was less usage and therefore they 
felt warranted in setting aside less for 
depreciation. We would appreciate 
any information you could obtain as to 
whether this was a practice followed by 
very many concerns. W. £. L. 


ANSWER: Various methods are fol- 
lowed in regard to depreciation. In all 
probability most companies follow the 
practice of writing off depreciation over 
the life of the article based on a set 
schedule decided upon at the time of 
purchase. In connection with certain 
articles where the depreciation is un- 
usually heavy the policy is very fre- 
quently followed of writing off the 
greatest depreciation during the early 
life of the article. In the case of auto- 
mobiles, for instance, it may be the de’ 
cision to write off 50 per cent. the first 
year, 25 per cent. the second year, etc. 
On the other hand it may be the decision 
that the life of the car is five years and 
an equal amount may be written off each 
year. The writer is familiar with one 
large national company which charges 
off no depreciation on its plant but 
charges all repairs and replacements to 
current expenses and continues to carry 
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the plant at the same figure in the state- 
ment, the theory being that the plant is 
maintained in just as good as original 
condition and therefore is worth just as 
much. Many companies follow the 
practice of charging off the maximum of 
depreciation as allowed by the Federal 
Government for income tax purposes. 
The practice of charging of varying 
amounts of depreciation according to 
earnings is not in general regarded with 
favor. Periods of depression such as 
the present unquestionably prove that 
the charge for depreciation is very essen- 
tial for with surpluses of industrial 
property only those which have been 
adequately depreciated can be sold at 
anything like the figure at which they 
are carried in the statement. Deprecia- 
tion is based on more than usage. An 
automobile purchased and not used to 
any extent for a period of five years is 
worth little more at the expiration of 
the period than one which is practically 
worn out. This is not necessarily as 
true of some types of industrial machines 
and buildings but with the rapid changes 
which have taken place both in types 
and construction of machines and also 
efficiencies of plant construction, depre- 
ciation or obsolescence is a very impor- 
tant factor and should be adequately 
provided for irrespective of actual usage. 


QUESTION: Is it perfectly proper 
to term net quick assets as net working 
capital? I have noticed that most com- 
parison forms list the difference between 
current assets or quick assets and cur- 
rent liabilities or quick liabilities as net 
current assets or net quick assets as the 
case may be but that in referring to 
same reference is made to net working 
capital. Your comments in this direc 


tion will be very much appreciated. 
M. W. A 


ANSWER: While it is true that the 


.comparison forms of various banks differ 


in that some list the items as “current” 
and others list the items as “quick” it 
will generally be found that the classi- 
fication of items is the same regardless 
of terminology. However, there is some 
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distinction between the terminology as 
has previously been explained in this 
column. Current assets generally refer 
to those assets which are current in the 
ordinary operation of the business such 


as, cash, receivables and merchandise. 


Quick assets refer to those assets which 
are not only current in the ordinary 
operation of the business but also to 
those assets which are quick in the event 
that it is desired to turn them into cash. 
For example cash- surrender value of life 
insurance does not provide working 
capital to the business nor is it an asset 
which in the ordinary and successful 
operation of the business will be turned 
into cash. However, it is a quick asset 
in that should it be desired to turn it 
into cash for the purpose of liquidating 
debt or buying assets that can be con- 
verted into cash in the usual operation, 
this may be done and it is therefore a 
quick asset although not current in the 
ordinary operation. The same is also 
true of securities which might be pur- 
chased for the purpose of more or less 
indefinite or permanent investment as 
contrasted to securities which are pur- 
chased with surplus funds during the 
season of the year when demands are 
light and there are surplus funds in the 
business. Perhaps such funds are in- 
vested in securities which have little risk 
so far as market fluctuation is concerned 
and it is the intention to convert them 
into cash when the demands for busi- 
ness necessitate the need for money in 
the business. In this case they deserve 
the classification of current but in the 
case of securities purchased for perma- 
nent investment or speculation the classi- 
fication of “quick” is more appropriate. 
Working capital is that portion of 
capital which is constantly being turned 
over in the ordinary operation of the 
business and is therefore the difference 
between the current assets and the cur- 
rent liabilities so far as strict terminology 
is concerned. Some banks make three 
classifications of assets on the compari- 
son form, that is, they list current assets, 
quick assets, and slow assets. Others 
make even four classifications, listing 


545 


current assets, quick assets, fixed assets 
and intangible assets. This latter classi- 
fication is of course a very interesting 
and a more accurate one in some re- 
spects. It gives a very definite grouping, 
a more detailed classification and per- 
haps more accuracy. It is, however, 
very often difficult to classify items as 
quick assets for practically any asset 
has a certain quick value if it has any 
value at all. That is in the event that 


it becomes imperative to convert into 
cash this could be accomplished at some 
sort of a price. 


QUESTION: A company engaged in 
the lumber preserving business sells its 
paper in the open market. In a recent 
statement they showed a considerable 
increase in inventory and explained it 
as being due to the fact that they had 
been requested to defer shipments for 
several large companies, that the mer- 
chandise was actually sold and taking 
this fact into consideration that their 
inventory was in as good as normal 
condition. Do you feel that any special 
significance should be attached to this 
circumstance? R. K. $ 


ANSWER: While I am not familiar 
with all the circumstances it would seem 
that the explanation given of the in- 
ventory increase might be perfectly ac- 
ceptable. | Circumstances would of 
course dictate the amount of significance 
that should be attached to it. It would 
seem unquestionably true that if ship- 
ments had been postponed that these 
purchases were ordered ahead and the 
very fact that customers had asked to 
have shipments deferred would seem to 
indicate that their new orders might be 
less for a period in the near future. If 
these customers accounted for any im- 
portant part of the company’s business 
one might expect that new sales to them 
would show a falling off for a period 
and that therefore some decline in the 
company’s volume was to be expected. 
Due to this factor the regular inventory 
it would seem might very well be re- 
duced to a figure below normal in con- 
templation of lessened volume and this 
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would help to offset the inventory in- 
crease due to merchandise sold but not 
delivered. Consideration should be given 
to the type of customers to which the 
merchandise is sold, what the balance 
sheet will look like when that amount 
of merchandise is transformed into re- 
ceivables and whether a period of con- 
siderable lessened volume should be en- 
countered the company would be able 
to weather the situation due to losses 
that it might cause and any consequent 
inventory increase that might occur. 


QUESTION: Our bank is just a small 
institution and we have not a great many 
statements of our borrowing customers 
on file. We have always had some 
difficulty in securing financial statements 
of our borrowers and have been forced 
to go on what general knowledge we 
had of their financial situation. Any 
suggestions you could make as to secur- 
ing financial statements from customers 
will be very helpful as we would like to 
bring our records up to date. C. T. O. 


ANSWER: The matter of securing 
financial statements from borrowers is 
to a large extent a matter of education. 
It is the writer's opinion that a great 
deal depends upon the manner in which 
it is presented to the borrower. It is a 
case of doing somewhat of a selling job 
on him. Usually the best place to start 
for financial statements is with your own 
board of directors. If you can say to 
the customer that there is not a director 
owing the bank who has not filed a 
financial statement that helps to some 
extent at least. Also you can pass the 
blame on to the bank examiners for that 
is quite a common practice. It can be 
stated that the bank examiner has re- 
peatedly called the matter to the atten- 
tion of the board and has given the loan 
an unfavorable classification because he 
is unable to judge it without figures. 
That is generally a true statement and 
if that situation exists you can perhaps 
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sell the borrower the idea of getting his 
loan out of that grouping as he does not 
want it to constantly come to the atten- 
tion of the board and be subject to 
criticism. If the majority of borrowers 
supply statements you can talk to him 
on the basis of being an exception. It 
might work out better to have some 
forms printed for your own use. Have 
the balance sheet fairly complete but 
understandable and printed in fair sized 
type. Try to keep it from looking like 
a legal document printed in fine print. 
You can have a long questionnaire in 
connection with it. When you give it 
to some customer with whom you are 
having particular difficulty in securing 
figures just check one or two of the 
questions that you are anxious to have 
answered and tell him not to bother to 
fill out the rest. You can state that 
most borrowers fill out all questions but 
he does not have to do so unless he 
wants to. When he brings the state- 
ment in you can probably talk with 
him about it, ask him about some of the 
questions he has not answered and then 
when he has gone fill them out in pencil 
fer your own records. Possibly next 
year you can make a little more head- 
way with him. The writer has found 
that it helps to have printed very plainly 
on the face of the form in red that “This 
statement is CONFIDENTIAL and is 
submitted for the use of the Blank Bank 
ONLY” Open your credit file some 
time and show the borrower all the files 
you have so that he will not think he 
is the only one. Keep your credit files 
locked, keep the key carefully and go to 
the files personally if you can so as to 
impress upon him the confidential nature 
of your records. If you can impress 
upon him the fact that your records are 
extremely confidential and that he is not 
the only one giving you a financial state- 
ment, further that all of your directors 
give statements, we believe that you will 
at least have a few points with which 
you might make some headway. 
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VIEW OF THE NEw BANKING HOME OF THE First NATIONAL BANK, 
MauHanoy City, PENN. 


This view shows banking room from the ladies’ retiring room. The interior archi- 

tecture of this new bank is unusually interesting. Its decorative features employ 

geometric ornament in the crisp, modern manner. The essence of modern architecture 

is to let decorative features be the outgrowth of thorough solution of all practical 

needs. This building was designed, built, decorated and furnished by the Tilghman 
Moyer Company, Allentown, Penn. 
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Broad Street entrance to the main banking room of the National Newark & Essex 

Banking Company, in the bank's new thirty-three story building. The stone carving, 

with its conservatively modern decoration, is in keeping with the architecture of the 
building. Above the doorway is sculptured the bank's seal. 





Newark Bank in New Building 


The New Thirty-Two Story Building of the National Newark 
and Essex Banking Company Largest in Newark 


of the National Newark and Essex 

Banking Company, Newark, N. J., 
into which the bank moved the early 
part of this year, its one hundred and 
twenty-seventh anniversary, is the largest 
and tallest in Newark and occupies, on 
Broad street, the entire frontage between 
Commerce and Clinton streets. The site 
of the building was formerly occupied 
by the old Mutual Benefit Life Insurance 
Building, the former banking home of 
the Federal Trust Company, and the 
Security Savings Bank Building. 

The bank’s new structure was erected 
from plans by John H. and Wilson C. 
Ely and was built by Starrett Brothers 
& Eken, Inc., building contractors. The 
new structure includes every modern 
idea in building construction and equip- 
ment, including a system of air condi- 
tioning covering the main floor and base- 
ment installed by the Carrier Engineer- 
ing Corporation of Newark, N. J. 

The exterior of the building is in 
Renaissance style, with granite, limestone 
and brick facings on walls and tower. 
The structure is of steel and reinforced 
concrete construction, and has been de- 
signed to produce economical structural 
spans with as large, clear, unimpeded 


Ts new thirty-two story building 


floor areas as are commensurate with the 
best engineering practice. 

The main floor and mezzanine of the 
building house the various departments 
of the bank. The main banking room 
can be entered from three streets and 
ample provision has been made for both 
private and public elevator and stairway 
service. 

The main stairway to the main bank- 
ing room is reached through the prin- 
cipal entrance to the bank on Broad 
street. This stairway is of marble con- 
struction, with an ornate bronze plaque, 
repeating the bank’s seal, in the fore- 
ground. The main banking floor, which 
occupies, including all spaces, some 
30,000 square feet, has a clear height of 
twenty-eight feet. The floors of the 
building above the mezzanine are rented 
as office space. 

One of the features of the main bank- 
ing room is a series of ten large and 
striking murals which adorn the walls. 
These murals were painted by J. Monroe 
Hewlett, assisted by Charles Gulbrand- 
son, and with their dramatic figures and 
rich colors tell the story of the bank’s 
historic past and of local industries 
which the bank has served and which it 
serves today. The first of the murals, at 


BOOKS FOR BANKERS 


Our complete new Fall catalogue of 
Books for Bankers is now ready. 


BANKERS PUBLISHING COMPANY 
71 Murray Street, New York 





Marble stairway from the street level to the main banking room of the National 
Newark & Essex Banking Company. The bronze plaque in the foreground repeats 
the bank’s seal—a ship and the date of the bank's founding, 1804. 
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the extreme left as one enters the bank- 
ing room from the main staircase, depicts 
the wilderness and Indian period. The 
second panel tells the story of the com- 
ing of the Puritans. Following this is a 
panel depicting the transition of Newark 
from village to city. The fourth panel 
portrays the present day metropolis. 
Then come separate panels depicting the 
industrial history of the town—leather, 
iron and jewelry. Then transportation 
panels — canal, stage, railroad and 
marine. 


THE National City Bank of New York has 
recently opened its new Paris branch build- 
ing at 60 Avenue des Champs Elysees. It 
is housed in a six-story building covering 
nearly a block. Within the main lobby is 
topped by a skylight dome with a wide stair- 
case that gives the interior the atmosphere 
of an art gallery. 


pp 


CURRENT NEW YORK CITY 
BANK STOCK YIELDS 


THE current sharp decline in New York City 
bank stocks has carried the average yield of 
sixteen representative issues to practically the 
same level established following the primary 
post-war deflation period of 1920-21, Hoit, 
Rose & Troster point out in their current 
compilation. The average yield of sixteen 
New York bank and trust company stocks 
at'the low point the last week in October 
was 7.42 per cent. compared with an average 
yield of 7.44 per cent. at the low point in 
1921. Individual issues in many instances are 
now selling on a higher yield basis compared 
with 1921, but these in part are offset by 
other issues yielding less than ten years ago. 

The current yields are viewed as more 
significant than those recorded in 1921 in 
view of the fact that money rates in that 
year were substantially higher than the cur- 
rent rates of 2 per cent. or less now pre- 
vailing. 


OnLy WoMAN OFFICER OF THE CHASE NATIONAL BANK 


Miss Mary Vail Andress, assistant cashier, Chase National Bank, is located at the 

head office of the bank, but maintains an active contact with the various branches 

in the city where special departments for women depositors are maintained under 
the supervision of women managers. 
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THE New BANKING HOME OF THE First NATIONAL BANK, MAHANOY City, PENN. 
During the latter part of 1930 this bank completed its new building under most 


advantageous conditions as regards building costs. The exterior is of Indiana lime- 

stone on a base of polished granite. The limestone is hand carved in motifs that 

suggest the Indian origin of the town’s name. The entrance doorway is of bronze. 

The building was designed, built, furnished and decorated by the Tilghman Moyer 
Company, Allentown, Penn. 
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FIDELITY UNION ELECTS 
BACHELLER, SCHEERER, 
McCARTER 


J. H. BACHELLER, senior vice-president of 
the Fidelity Union Trust Company, Newark, 
N. J., was elected president at a meeting of 
the board of directors in September. Mr. 
Bacheller succeeds the late Usal H. McCarter 
and thus becomes president of the largest 
bank in New Jersey, and the thirty-seventh 
largest in the United States. 

The other senior officers of the bank as an- 
nounced by the board are: William Scheerer, 
chairman of the board, and Thomas N. 
McCarter, chairman of the executive com- 
mittee. At the same meeting Frederick J. 
Faulks, of Lindabury, Depue and Faulks, was 
added to the board, and Paul C. Downing, 
vice-president, was made a member of the 
executive committee. 

J. H. Bacheller is well known in the bank- 
ing world. He was president of the Iron- 
bound Trust Company of Newark from 1907 
until 1927, when he determined to ally his 
institution with the Fidelity Union branch 
banking system. The Ironbou was the 
largest of - five’. independent ' which 
merged: with the..fidelity Union 8-7 ate fin ie, 
ad Mr. Bache’ became, senior iy a 
dent of the combined institution. 

Mr. Bacheller is a native Newarker, and 
in addition to his banking career he has been 
elevated by his fellow citizens to many posi- 
tions of responsibility and trust. Says the 
Newark Sunday Call, “He has filled public 
office competently and loyally. Whether as 
alderman, assemblyman, state senator, city 
comptroller, member of the board of educa- 
tion, or of the sinking fund commission, his is 
a record of which he may well be proud. His 
service on the Essex County Park Commis- 


sion, the Children’s Aid Society, the Y. M. 
C. A., and the Citizens’ Unemployment Re- 
lief Committee has been equally satisfactory 
to the public and honorable to himself. Mr. 
Bacheller is one of those men to whom the 
public mind instinctively turns when there is 
a position to be filled demanding probity, 
ability, and fidelity.” 

William Scheerer, chairman of the board, 
Fidelity Union Trust Company, Newark, New 
Jersey, has been known for many years as 
one of the leading bankers of New Jersey. 
He was born in New York City, October 24, 
1857, but came to Newark at the early age 
of seven years, and has been identified with 
business there ever since. He was educated 
in the public and private schools of this city. 

He is a director of the Fidelity Union 
Trust Company, Fidelity Union Title and 
Mortgage Guaranty Company, Essex County 
Trust Company, Public Service Corporation 
of New Jersey, and a manager of the Frank- 
lin Savings Institution. He is president of 
the Essex County Sinking Fund Commission 
and has served as a member for over twenty- 
five years. He is a member of the Essex 
Club, Newark Athletic Club, Essex County 
Country Club, and the Down Town Club. 

Thomas N. McCarter, chairman of the ex- 
ecutive committee, Fidelity Union Trust Com- 
pany, Newark, N. J., one of New Jersey's 
foremost citizens, has made his mark in law, 
politics, banking and utilities, while perhaps 
his most distinguished service has been the 
conception, organization and conduct of the 
Public Service Corporation of New Jersey 
and its constituent companies. Their con- 
solidation into a unified system was first 
proposed by Mr. McCarter; he was instru- 
mental in effecting it and he has been in 
executive charge since its formation. The 
Public Service Corporation of New Jersey 





Three new officers of the Fidelity Union Trust Company, Newark, N. J. 
from left to right they are: 


ler, president, and Thomas N. McCarter, chairman of the executive committee. 


Reading 


William Scheerer, chairman of the board; J. H. Bachel- 
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began business in June, 1903, with Mr. Mc- 
Carter as president, and he has been at its 
head ever since. 

Mr. McCarter is a director of the Public 
Service Corporation of New Jersey, Fidelity 
Union Trust Company, Fidelity Union Title 
and Mortgage Guaranty Company, Chase Na- 
tional Bank of New York, American Surety 
Company, American Superpower Corporation, 
the United Gas Improvement Company and 
the United Corporation. 


ANALYSIS OF EMPIRE TRUST 
COMPANY 


MonaHAN SCHAPIRO & Company, dealers in 
bank and insurance stocks, New York, have 
recently published an analysis of the Empire 
Trust Company of New York. The analysis 
includes an interesting chart giving a detailed 
comparative picture for the period 1923 
through the first half of 1931, of book value, 
market and market times earnings per share, 
$100 par value, and earnings and dividends 
per share, $100 par value. 


NEW SERVICE FOR BANKS 


CorNELL, LinpER & Company, INc., an- 
nounce the inauguration of a secondary re- 
serve and investment advisory service for 
banks, supplementing their present industrial 
advisory service. The new division, which 
will be directed by Frederick E. Voegelin and 
Paul M. Atkins, who have been made vice- 
presidents of the organization for this pur- 
pose, represents a different approach to the 
problem, being directed toward analyzing the 
position of the bank itself in relation to the 
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securities held rather than confined to an 
analysis of the securities themselves. No gen- 
eral bulletin or form letters are used, the 
work for the banks being done on a pro- 
fessional basis with each bank treated as an 
individual case. 


MERCANTILECOMMERCE = SEV- 
ENTH IN BOND SYNDICATES 


AccorDING to figures compiled by the Wall 
Street Journal, the Mercantile-Commerce 
Company of St. Louis participated in munici- 
pal bond syndicates amounting to $217,354, 
000 in the first six months of 1931, ranking 
seventh among all investment houses in the 
United States and first among all investment 
houses outside of New York. 


NEW NIGHT DEPOSITORIES IN 
PHILADELPHIA 


REALIZING the value of offering their clients 
the best possible facilities for making deposits 
after banking hours several of the leading 
banks in Philadelphia have recently arranged 
for the installation of night depositories. The 
Pennsylvania Company for Insurance on 
Lives and Granting Annuities will install a 
night depository in each of three offices; 
namely, the Colonial branch, Baltimore 
avenue branch, and Lehigh avenue branch. 
The Girard Trust Company is installing a 
night depository in its new addition on South 
Penn square. The Corn Exchange Bank and 
Trust Company is installing an equipment 
at its branch at Sixtieth and Ludlow streets. 
All these installations will be made by the 
York Safe and Lock Company, York, Pa. 


Coming Bankers’ Conventions 


AMERICAN INSTITUTE OF BANKING, Los 


Angeles, week of June 6, 1932. Secretary, 
Richard W. Hill, 22 East 40th street, New 
York City. 


INVESTMENT BANKERS ASSOCIATION, White 
Sulphur Springs, November 1-5. Secretary, 
Alden H. Little, 33 South Clark Street, Chi- 
cago. 


MissourI BANKERS ASSOCIATION, May 17- 
18, 1932. Secretary, W. F. Keyser, Sedalia. 


Morris PLAN BANKERS ASSOCIATION, Co- 
lumbus, Ohio, October 8-10. 


MortcaGeE BANKERS ASSOCIATION, Dallas, 
Texas, October 27-29. Sécretary-treasuter, 
Walter B. Kester, 111 West Washington 
Street, Chicago. 


NEBRASKA BANKERS ASSOCIATION, Lincoln, 
October 22-23. Secretary, William B. Hughes, 
420 Farnam Building, Omaha. 


Reserve City BANKERS ASSOCIATION, 
Denver, 1932. Secretary, J. J. Schroeder, 
162 West Monroe Street, Chicago. 


SOUTHERN BANK MANAGEMENT CONFER- 
ENCE, Nashville, Tenn., November 5-6. Un- 
der the auspices of the Nashville Clearing- 
house Association. 


Texas BANKERS ASSOCIATION, Austin, 
May 10-12, 1932. Secretary, W. A. Philpott, 
Jr., Dallas. 


U. S. BuitpiInc:anp Loan Leacug, Phila- 
delphia, week of August 10. Executive man- 
ager, H. Morton Bodfish, 59 East Van Buren 
street, Chicago. 


_ WESTERN REGIONAL TRUST CONFERENCE, 

San Francisco, October 22-23. Under the 
auspices of the Trust Company Division, 
American Bankers Association. 
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NEW BANK MACHINE ON THE 
MARKET 


A new combination bank machine designed 
to handle each of the three jobs of interior 
proving, transit letter writing, and miscel- 
laneous adding with the speed of specialized 
machines has been announced by the Bur- 
roughs Adding Machine Company, Detroit. 

The new machine is set up for the three 
classes of work, the change from one to the 
other being effected simply by depressing a 
key and shifting a lever. 

On proving work, the machine follows the 
modern practise of eliminating both carbon 
paper and tear-apart sheets for the. double 
record required. Both the batch sheet and 
the tally tape are printed in original by means 
of a double ribbon mechanism. 

In the writing of transit letters, the ma- 
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chine operates on the numerical transit sys- 
tem, showing amount printed in red, and the 
payer number and the endorser number in 
black. The machine carriage automatically 
tabulates to the proper columns for entries 
and returns to the first column at the com- 
pletion of each item. It also accumulates 
transit item totals for the day or run for a 
grand total. 

On straight adding and listing work the 
machine is said to be very rapid in operation. 
For this work the carriage is locked in sta- 
tionary position, and the tally roll becomes 
the adding machine tape. The machine is 
also available as a duplex adding machine for 
adding any number of groups of figures 
providing a total of each group and a grand 
total of all without re-listing. 

The machine is of the low keyboard de- 
sign, is equipped with ten columns of keys, 
and electric operation. 


This new combination bank machine is designed to handle each of the three jobs 
of interior proving, transit letter writing and miscellaneous adding. 





















The South Carolina 


National Bank 
Charleston, S. C. 


Greenville, S.C. - Columbia, S. C. 


Consolidation of 
Bank of Charleston, N. B. A. 
Charleston, 8. C. 
Norwood Nat. Bank Carolina Nat. Bank 
Greenville, 8. C. Columbia, 8. C. 








NEE Wa divawainata nutes $ 1,500,000.00 
ED dec awtsasausnes 1,200,000.00 
= 30,000,000.00 








684 BANK FAILURES IN SIX 
MONTHS 


ANK failures in the first six months 
B of 1931 amounted to 684, accord- 
ing to the Federal Reserve Bulle- 
tin. The liabilities of these 684 banks 
were $453,994,000. Of 684 banks fail- 
ing, 121 were national banks, 27 were 
state bank members of the Federal Re- 
serve System and 536 were non-member 
state banks. The 121 national banks 
which failed, had liabilities of $106,456,- 
000, the 27 member state banks had 
liabilities of $63,128,000 and the 536 
non-member state banks had liabilities of 
$284,410,000. A tabulation of the bank 
failures in the first six months of 1931, 
by states, is as follows: 


State No. Banks Liabilities 
Massachusetts ......... 1 $2,312,000 
a ene 8 5,695,000 
BROUE SRNES sate cw shee cer 7 32,044,000 
PORNSyIVENIA. ..<:6.5)00000 37 = 37,022,000 
| eee 34 49,499,000 
NNN (5s iota toxsrin ace ello iate 45 29,471,000 
ne a ea 100 123,708,000 
en CCR 35 43,152,000 
UNMIS: © oi. ac’ocane 0% 18 9,150,000 
PRE obs eK cwerwn 42 12,970,000 
EAE ee 49 11,411,000 
A aes eee 32 6,211,000 
North Dakota ......... 13 1,650,000 
ee 14 3,928,000 
Serene 16 3,305,000 
NE eos cor uaceneta acne 15 4,802,000 
TRIN, io sas sic ovtre ediwrackes 12 3,739,000 
West Virginia «00.006. 8 4,037,000 
North Carolina ........ 18 6,716,000 
South Carolina ........ 11 2,417,000 
On eee 18 6,812,000 
ES een comers 8 6,460,000 
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a) Ee 6 5,541,000 
ee eon ee 16 2,271,000 
WN. So aioe  oharene 15 3,264,000 
NHOSIEIPP oes cose sees 37 ~—- 18,491,000 
fe ee ae 12 3,718,000 
eae 4 971,000 
oe ree 5 458,000 
WEIR irdikccw sicrelneaseaies 19 5,250,000 
NII Soecucrenewicineiers 3 298,000 
NE Sao res Serene alee 2 229,000 
ee > | 635,000 
NE Sonos Sica gare mente 1 1,149,000 
MMR rorschi sie Ore pntiasers 2 886,000 
Le rer 1 52,000 
WAGIMQOOR 656 ose cco 5 954,000 
RINE igs nics anion 7 2,324,000 
COMIOEMA 6 60cscete ed 3 992,000 






DEATH OF CLARK G. MITCHELL 


Crark G. MITCHELL, vice-president of the 
Denver National Bank, Denver, Colorado, 
died on September 2. Mr. Mitchell was a 
native of Colorado, born in Leadville, Sep- 
tember 26, 1887. He was educated in the 
Denver public schools and was graduated 
from Yale University in 1909. He then en- 
tered the Columbia University School of 
Mines from which he graduated with honors 
two years later. During the war he served 
in the aviation section of the signal corps 
and later in the air service. With the return 
of peace he left the field of mining for that 
of banking and as a member of the firm of 
Wright & Swan, investment bankers, he again 
proved the value of trained talents. When 
the Bankers Trust Company of Denver was 
formed he was elected vice-president and 
later when that organization was merged with 
the United States National Bank he became 
affliated with the Denver National Bank as 
vice-president. 






NEW OFFICERS FOR INVEST- 
MENT BANKERS ASSO- 
CIATION 


ALLAN M. Pope of New York, executive 
vice-president of the First National Old Col- 
ony Corporation, has been nominated for 
the presidency of the Investment Bankers As- 
sociation of America for the year 1931-32. 
As nomination by the association's board of 
governors has always been equivalent to elec- 
tion, it is expected that Mr. Pope will take 
office at the close of, the association's twen- 
tieth annual convention, which will be at 
White Sulphur Springs, W. Va., November 
7 to 11. He will succeed Henry T. Ferriss 
of the First National Company, St. Louis. 
Mr. Pope has taken a prominent part in 
activities of the association's board of gov- 
ernors and foreign securities committee for 
several years. Other nominations to be voted 
on at the annual convention in November are: 


THE BANKERS MAGAZINE 


Foreign Languages 
Easily Learned 
The Berlitz Conversational Method 


makes the study of any foreign lan- 
guage a surprisingly simple, easy and 
pleasant matter. Experienced native 
teachers. Day and Evening Classes 
and Individual Instruction. Reason- 


able tuition. Catalogue upon request. 


Trial Lesson Free 


BS acy & 


LANGUAGES 


Established 1878 
Branches throughout the World 
Manhattan— 30 West 34th Street 
Tel. Peansylvania 1188 


Brooklyn — 434 Albee Square (Gold St.) 
Tel. Triangle 1946 





For executive vice-president: Alden H. 
Little of Chicago, to succeed himself; for 
vice-presidents: James H. Daggett, Marshall 
@ Ilsley Bank, Milwaukee; Charles D. Dickey, 
Brown Brothers Harriman & Co., Philadel- 
phia; William H. Eddy, Chase Harris Forbes 
Corporation, New York; Dietrich Schmitz, 
Pacific National Company, Seattle; C. T. 
Williams, C. T. Williams & Company, Inc., 
Baltimore. For treasurer, William T. Bacon, 
Bacon, Whipple & Co., Chicago. For secre- 
tary, C. Longford Felske, Chicago. Nomi- 
Nations to positions on the board of gover- 
nors for terms expiring in 1934 are: 

J. Augustus Barnard, Dominick & Domi- 
nick, New York; Frank L. Scheffey, Calla- 
way, Fish & Co., New York; T. J. Bryce, 
Continental Illinois Company, Chicago; Dun- 
can J. McNabb, Guardian Detroit Company, 
Inc., Detroit; Francis Moulton, R. H. Moul- 
ton & Company, Los Angeles; Russell D. 
Bell, Greenshields & Co., Montreal; Harry 
F. Stix, Stix & Co., St. Louis; William Cava- 
lier, Wm. Cavalier & Co., San Francisco; 
John J. Rowe, First Investment and Securities 
Corporation, Cincinnati; Charles B. Engle, 
International Company of Denver, Denver. 

_ Nominations to fill unexpired terms ending 
in 1932: 

Henry T. Ferriss, First National Company, 

t. Louis, ex-officio, as retiring president, a 
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member of next year's board; Francis A. 
Bonner, Lee, Higginson & Company, Chi- 
cago; Henry Hart, First Detroit Company, 
Inc., Detroit; Ralph Hornblower, Hornblower 
& Weeks, Boston; George H. Nusloch, Hiber- 
nia Securities Company, Inc., New Orleans; 
David H. Martin, Fidelity National Corpora- 
tion, Kansas City. 

The newly nominated president of the In- 
vestment Bankers Association of America is 
a graduate of West Point and served on the 
general staff of the A. E. F. in France as a 
major and as a lieutenant colonel. He re- 
signed from the United States Army in 1920 
to enter the investment banking business in 
Boston, with the First National Corporation 
of that city. In 1921 Mr. Pope became man- 
ager of the corporation's New York office 
and in 1928 was elected president of the 
corporation. In 1929 the consolidation of 
the First National Bank of Boston and of 
the Old Colony Trust Company, also of that 
city, resulted in a merger of their respective 
investment banking afhliates and the forma- 
tion of the First National Old Colony Cor- 
poration, which is now one of the largest 
investment banking institutions in the coun- 
try, with offices in twenty-one American 
cities and representatives in London, Paris, 
Berlin and Buenos Aires. 

Mr. Pope was born in Boston November 
24, 1879, and is a descendant of two of New 
England's oldest families. He received his 
early education at the Prince School and 
Boston Latin School. In 1899 he entered 
the United States Military Academy, from 
which he was graduated in 1903 and com- 
missioned a second lieutenant of cavalry. He 
served in the Philippines and in 1916 was 
commissioned a captain. On the entry of 
the United States into the World War he 
was advanced to the rank of major and at- 
tached to the general staff. 

Mr. Pope is chairman of the advisory coun- 
cil and a member of the executive committee 
of the Institute of International Finance, a 
fact finding organization which is conducted 
by New York University, in co-operation 
with the Investment Bankers Association, for 
the benefit of dealers and investors in foreign 
securities. He is also chairman of the asso- 
ciation’s foreign securities committee and is 
a member of the executive committee of the 
American Acceptance Council. 


SCHWARZSCHILD’S STATISTICS 
OF NEW FINANCING 


New public financing in the United States 
during the first eight months of this year, 
excluding domestic and Canadian municipals, 
aggregated only $2,038,720,000, according to 
preliminary compilations announced by Otto 
P. Schwarzschild, editor of American Under- 
writing Houses and Their Issues and manager 
of National Statistical Service, New York 





If you are planning a new bank 
building, you ought to read... 
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By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
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attractively printed and bound. 
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City. This total compares with $4,119,144,- 
000 for the same period of 1930 and $4,- 
707,847,000 in 1929. 

The compilation reveals that the Chase 
Harris Forbes Corporation led the list of in- 
vestment houses during the first eight months 
not only in respect to syndicates headed but 
also in total business participated in, either 
as syndicate head or as participant. Figures 
for the eight months show that this firm 
headed new issues to the amount of $255,- 
770,000, while their total business aggre- 
gated $869,413,000. 

The second ranking house in syndicates 
headed was Halsey, Stuart & Co., Inc. They 
were close behind the Chase Harris Forbes 
Corporation with $254,474,000. J. P. Mor- 
gan @ Co. were in third position with $219,- 
000,000. 

From the standpoint of total business par- 
ticipated in, either as head or participant, 
the Guaranty Company of New York stands 
next to the Chase Harris Forbes Corporation 
with $638,200,000 and the National City 
Company ranks third with $554,'745,000. 

An analysis of the financing during the 
first eight months reveals that of the total 
new offerings of $2,038,720,000, bond and 
note issues aggregated $1,938,838,000 or 
over 95 per cent. of the total, while stock 
issues amounted to only $99,882,000. Domes- 
tic public utility financing totaled $1,259,- 
030,000, accounting for more than 62 per 
cent. of total offerings.’ Domestic railroad 
issues ranked second with $348,611,000 or 
about 17 per cent. of the total. These two 
groups thus accounted for about 79 per 
cent. of the total new offerings during the 
first eight months. Canadian corporate and 
other foreign issues aggregated $110,477,000 
while new financing for financial and invest- 
ment companies totaled only $13,150,000, 
whereas for the same period a year ago the 
total was $232,670,000 and in 1929 reached 
no less than $1,494,093,000. It is worthy 
of note that there were no new public offer- 


New York City 


ings of foreign government issues during the 
first eight months of this year. New financ- 
ing during the month of August alone totaled 
only $52,360,000 of which bond and note 
offerings comprised $43,385,000, while stock 
issues totaled $8,975,000. The financing 
during August included $36,955,000 of pub- 
lic utility issues, or about 70 per cent. of 
the total. 

It is of interest in connection with the 
review to take into consideration the extent 
to which the Federal Reserve banks have been 
replacing our private banks and banking 
houses in advancing credits to foreign cen- 
tral banks. Since January 1 of this year our 
Reserve banks have participated in three 
credits of this kind. The most recent is the 
participation of $125,000,000 in the credit 
to the Bank of England granted in August. 
In June they committed themselves to the 
extent of $24,000,000 in an international 
credit of $100,000,000 to the German Reichs- 
bank. This credit was originally set for 21 
days but at maturity was extended for three 
months. The third credit was an interest 
of $1,100,000 in an international advance to 
the Austrian National Bank. 

Mr. Schwarzschild states in his review that 
our continued business depression is partly 
due to the lack of capital for new enterprises. 
As the public is not putting money in securi- 
ties of new enterprises at the present time, 
Mr. Schwarzschild suggests that an emergency 
measure be passed authorizing the Federal 
Reserve banks to provide a stipulated amount 
of credit for term investment in new enter- 
prises. The starting of new undertakings 
should be encouraged without delay. It is 
a mistake to wait or to do nothing. The 
new public works to be undertaken with our 
government assistance are entirely insufficient 
to cope with the colossal unemployment ex- 
pected this winter. The proper way to re- 
store confidence among security investors is 
for our government to take the lead even 
if it results in temporary inflation. 








PSYCHOLOG Y—NOT ECONOMICS 


“Tt seems clear that any marked im- 
provement in business will have to await 
a return of confidence in conditions 
abroad. The pall of fear that now en- 
shrouds the world must be lifted before 
normal constructive forces can be effec- 
tive. That may come at any time, or by 
slow degrees. It lies in the realm of 
psychology, rather than economics, and 
is hardly subject to analysis.”—‘‘Guar- 
anty Survey,” Guaranty Trust Com- 


pany of New York. 
BANKERS TO BLAME 


“Bankers, bah! They are the ones 
who have made a mess of things. They 
haven't the vaguest idea of what the 
trouble is about. They've been playing 
with theories and apparently they don’t 
know the first thing about their busi- 
ness. 

“Any child knows the world can’t ex- 
ist on credit. You've got to build houses 
with sticks and stones and you've got 
to eat in order to live, but they don’t 
seem to realize it. They think credit 
will take care of everything. The best 
remedy for the world’s ills is good hard 
work all around.” — George Bernard 


Shaw. 
FAVORABLE FACTORS TO GAIN 


“The widespread feeling of uncer- 
tainty and caution is based on a number 
of serious problems. Among these may 
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be mentioned the foreign situation in 
general and the matter of war debts and 
disarmament in particular, the weakness 
in commodity prices, the large stocks of 
raw materials, the wage question and the 
difficulties of the railroads. 

“While such problems cannot be 
worked out in a day, nevertheless prog- 
ress toward their solution is being made. 
As time goes on, therefore, these and 
other factors which retard business re- 
covery will become less important, while 
the favorable factors, such as the neces 
sity of replacement, and the great poten- 
tial supply of credit available for busi- 
ness expansion, will become more impor- 
tant."—“‘Midland Survey,” Midland 
Bank of Cleveland. 


HARD TIMES AND CHARACTER 


“The greatest test of character is hard 
times. It is in lean times like these that 
fortunes are made by courageous men. 
Many great business enterprises are con- 
ceived and made realities by men who 
are willing to pay the price of their suc- 
cess in unceasing toil and effort. 

“From each depression our country 
has emerged stronger than ever, and it 
will do so again. Character, backbone 
and strength of purpose are developed in 
people by trials, reverses and hardships. 
Will history repeat itself in the depres- 
sion of 1930-31? Every indication is 
that it will.".—T. R. Preston, president, 
Hamilton National Bank, Chattanooga, 
Tenn. 
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BOOK REVIEWS AND NEW BOOKS 


Recent Announcements of Other Publishers 


By Wallace Brett Don- 
McGraw-Hill Book 


Business ADRIFT. 
ham. New York: 
Company. $2.50. 


Tue author of this volume is Dean of the 
Graduate School of Business Administration, 
George F. Baker Foundation, Harvard Uni- 
versity, and is well qualified to tell us what 
ails business. With his diagnosis few will 
quarrel. But his remedies, so far as he 
presents any, are less acceptable. He is 
quite positive, though, that unless his views 
are followed capitalism is doomed and west- 
ern civilization will perish. But both have 
existed a good while. And we may have 
them with us for some time yet. 

It is the habit of those with panaceas to 
see an impending wreck of matter and crush 
of worlds unless their cure-alls are tried. 
Still, society functions notwithstanding. 

What are Dean Donham’s main points? 
First, that this country should not aggres- 
sively seek to expand its foreign trade. Why? 
Principally for the reason that in so doing 
we should incur the enmity of Great Britain 
and Germany, and by seriously competing 
in their export industries, wreck European 
civilization. Another reason is that we should 
reduce our own standards of living. 

This warning of the dreadful consequences 
to follow an aggressive campaign for foreign 
trade by this country apparently rests upon 
the assumption that there is only a limited 
amount of such trade to be had, and that we 
must refrain from vigorous attempts to get 
much of it so that England and Germany 
may not be deprived of their share. Such 
an assumption is not well founded. Foreign 
trade possibilities may not be unlimited, but 
they are not so narrow as this assumption im- 
plies. As a matter of fact, up to the present 
time, the volume of such trade, far from 
reaching its limits, has never measurably ap- 
proached them. 

Nor can it be conceded that our keeping 
out of this struggle could necessarily mean 
that Germany and England would benefit by 
our abstinence. Our aggressiveness in this 
field might mean that foreign buying would 
be so much increased that these countries, 
with equal or greater energy, would do more 
business than by our abstention. 

Dean Donham is all for supporting our 
home market. But we need many kinds of 
imported raw materials for use in our manu- 
factures. Do we harm Germany and Eng- 
land by exporting automobiles to pay for 
the rubber used in the manufacture of tires? 
As to reducing our standard of living by an 
aggressive prosecution of foreign trade, that 
standard was never so high as when our ex- 
Ports were largest. 

The author's remedy for industrial unem- 


ployment is to have the Government find 
work for the unemployed at a lower rate 
than that usually paid by industry, so that 
the workers would return to their usual jobs 
at the first opportunity. This work would 
have to be paid for out of current receipts 
or by bonds. In either case by taxation. 
This remedy is an old one. It is being tried, 
on a limited scale, at the present time. 

From the foregoing let no one assume that 
this is an unfriendly criticism of this volume. 
It is by all odds the most interesting and 
thought-stimulating contribution to depres- 
sion literature that has yet come under the 
notice of this reviewer. Its philosophical 
principles are sound. Their application is 
less commendable. 

Unemployment insurance, except in the 
case of age, accident or illness, is roundly 
condemned. “The remedy for unemploy- 
ment is work.’ This slogan is often re- 
peated. “What we need,” says the author, 
“is effective and rationally foresighted leader- 
ship culminating in philosophically sound 
planning. ; Moreover, we must re- 
member that even plans made through such 
leadership will be dangerous if the leaders 
lack a philosophy of the problems of business 
as related to civilization or fail to develop 
the modes and habits of thought necessary 
to the rational foresight required in a chang: 
ing world.” Such highly desirable informa- 
tion the volume will supply. 


Cuttinc CiericaL Costs. By Eugene J. 
Benge. New York: McGraw-Hill Book 
Company, Inc. 


In these times, when it is especially necessary 
to scrutinize expenditures incident to the 
operation of business, anything telling in a 
practical manner how such costs can be re- 
duced without a corresponding loss in effi- 
ciency is particularly welcome. Such a need 
this book supplies. How important has be- 
come the work of the clerical force in the 
conduct of business appears in their increase 
in number by ten-year periods per million of 
population: 1880, 10,690; 1890, 16,117; 
1900, 20,793; 1910, 30,317; 1920, 41,256; 
1930, 56,000 (estimated). Much of this in- 
crease in numbers, the greater part of it no 
doubt, is due to the growth of business. But 
that this source of expense is all the time 
growing may be seen from the statement of 
two large life insurance companies, whose 
outlay for clerical services mounted from 
$2,838,383 in 1908 to $11,406,713 in 1928, 
and the employe salary cost per policy in 
force rose in the same time from $1.91 to 
$2.76. 

This book is a thoroughly practical treat- 
ment of its subject, and presents, as the re- 
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sults of study and experience, the most ap- 
proved method of securing the most efficient 
and least expensive clerical services. It is a 
really valuable contribution to sound plan- 
ning for cost reduction. 


Crepir Union: Co-oPpERATIVE BANKING. By 
Roy F. Bergengren. New York: The 
Beekman Hill Press. 


AFTER reading this quite instructive volume, 
whatever doubts you may have of the value 
of co-operative banking, you will have none 
whatever about the author's faith and en- 
thusiasm. Very likely his enthusiasm and the 
facts presented will convert you to belief in 
the efficacy of these institutions in solving 
the particular problem with which they are 
concerned, which is to bring to those some- 
what outside the range of ordinary banking 
facilities a service adapted to their special 
requirements. To succeed, the author points 
out, a credit union must be formed in re- 
sponse to a need for it, must preferably be 
organized to serve some particular group, 
and must develop sound management from 
among its own membership. That .the move- 
ment is growing may be seen from the fact 
that the number of states having effective 
credit union laws has grown from four in 
1921 to thirty-two in 1930, the number of 
credit unions from 199 to 1300, total mem- 
bership from 172,310 to 300,000 and total 
assets from $10,084,862 to $47,000,000. 


The volume not only contains full descrip- 
tion of the aims, methods of organization and 
operation and the history of credit unions, 
but much interesting and sound comment on 
relations between employers and employes. 
It is highly entertaining and instructive. 


BANK MANAGEMENT. 
Institute of Banking. 


THERE exists a general belief today that 
greater safety and profit in banking can only 
be assured by better bank management. Ac- 
cepting this view, one must hail with satis- 
faction the appearance of a book like this, 
which sets forth in detail the requirements of 
sound management as related to practically 
all departments of bank operation. The 
chapters relating to loans and discounts, in- 
vestments and secondary reserves are par 
ticularly complete and helpful. 

Regarding the vexed subject of unprofit 
able accounts, it is said: 

“In some instances the management may 
consider it good policy for the bank to carry 
an unprofitable account on the assumption 
that it may be profitable at some future date, 
or the bank may benefit indirectly in some 
manner. As a strict business proposition, 
however, it would appear that there is no 
more reason for a bank to carry an unprofit: 
able account than for a manufacturer or 
trader to sell his product at a.loss in the 
hope of deriving some profit in the future. 


New York: American 
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“Experience with depositors has shown 
that there are few who expect their banks © 
to give them something for nothing. The - 
average depositor simply does not know how ~ 
much it costs to carry his account, and js | 
usually reasonable when the facts are pre | 
sented to him. In this respect many banks 7 
are just beginning to learn the facts for 7 
themselves.” : 

On page 422, under the heading “account 
earnings and expense statement,” a collected © 
balance of $10,000 is given, from which 1§ 
per cent. reserve is deducted, leaving an 
available balance of $8,500, which loaned at 
54 per cent. gives earnings of $467.50. 

But this sort of, figuring takes no account ~ 
of the increased lending power which cash 7 
deposits confer. This is several times more 
than the amount of the deposit itself, for 
the cash received acts as a reserve for addir © 
tional credit expansion. In other words, the 
bank, as implied in the above calculation, 
can not lend less but more than the amount | 
of his cash deposit. On page 10J*this fact 7 
is recognized, where it is said: “It (a bank) 
cannot extend credit in amount exceeding 
five or six times its available reserves.” 

On the whole, the chapter relating to bank 
costs and budgetary control will be found 
one of the most useful in the book, for it 
deals with a matter to which banks are forced 
to give close attention at this time. 

Better banking is clearly a need of the 
times, and a study of “Bank Management” 
and the application of its principles and 
methods will help to bring it about. 


NEW BOOKS 


BrancH, Group AND CHAIN BaNKING. By 
Gaines T. Cartinhour. New York: Mac 
millan. $4.50. 


Tue Pounp Sterinc, A History or ENG 
LisH Money. By A. E. Feavearyear. New 
York: Oxford University Press. 


How to Spenp Your Money. By Ernest 
McCullough. New York: Cape & Smith. 
$2.00. 


Pustic SpeaKiInc For Executives. By 
Charles W. Mears. New York: Harper. 
$3.00. 


Tue ABOLITION OF Poverty. By Harrison 
E. Fryberger. New York: Advance Pub. 
Co. $1.50. 


PAMPHLETS RECEIVED 


MANPOWER IN BANKING INsTITUTIONS. New 
York: Bank Management Commission, 
American Bankers Association. 

PROCEEDINGS OF THE THIRTY-SEVENTH 
ANNUAL CONVENTION OF THE WISCONSIN 
BANKERS ASSOCIATION. Milwaukee: Wis 
consin Bankers Association. 
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